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Founder’s  Letter 

By  John  E.  Herzog,  Founder  and  Chair 


Since  1988,  the  Museum  has  been  home 
to  America’s  largest  public  archive  of 
financial  artifacts  and  documents.  Many 
of  these  items  are  one-of-a-kind  and 
simply  can’t  be  found  elsewhere.  As  a 
result,  the  Museum  is  often  called  upon 
to  loan  artifacts  for  exhibition  at  other 
institutions.  This  furthers  our  educa- 
tional mission  by  bringing  the  collection 
to  audiences  in  different  areas  who  oth- 
erwise might  not  have  access  to  it. 

On  September  17,  a new  exhibition 
including  artifacts  from  the  Museum’s 
collection  opened  at  the  Deacon  John 
Grave  House  in  Madison,  CT.  The 
show,  entitled  “Making  Ends  Meet: 
Financing  Everyday  Life  for  a Madison 
Family,  1685-1865”  tells  the  story  of 
life  and  commerce  in  early  New  England 
as  experienced  by  the  Grave  family  from 
their  arrival  in  Madison  through  the 
Civil  War.  The  320-year-old  Deacon 
John  Grave  House  was  home  to  10  gen- 
erations of  the  same  family,  which  strug- 
gled to  make  ends  meet  as  farmers, 
teachers,  weavers,  Justices  of  the  Peace, 
cobblers,  and  innkeepers. 

“Making  Ends  Meet,”  features  Colo- 
nial currency,  coins,  and  Revolutionary 
War  bonds  on  loan  from  our  Museum. 


I encourage  you  to  visit  this  exhibition, 
on  display  through  December  17,  2005, 
to  experience  excerpts  from  our  collec- 
tion in  this  unique  historic  site. 

In  the  past  five  years,  the  Museum 
has  loaned  collection  items  to  more 
than  a dozen  museums  and  historic 
sites  across  the  country.  These  include 
fellow  Smithsonian  Affiliate  museums 
such  as  the  Strong  Museum  in 
Rochester,  NY,  which  is  currently  dis- 
playing the  prototype  for  the  newest 
Monopoly  game  piece  (the  sack  of 
money),  and  the  Florida  International 
Museum  in  Tampa,  which  had  on 
long-term  display  the  blank  check 
signed  by  John  F.  Kennedy  from  his 
fateful  trip  to  Dallas  in  1963. 

In  the  last  year  alone,  artifacts  from 
the  Museum’s  permanent  collection 
have  been  prominently  displayed  in 
the  blockbuster  “Alexander  Hamil- 
ton” exhibit  at  The  New-York  Histor- 
ical Society,  the  “Once  Upon  a Dime” 
exhibit  at  the  Newark  Museum  in 
New  Jersey,  the  “For  What  It’s 
Worth”  exhibit  at  the  Fairfield  Histor- 
ical Society  in  Connecticut,  and  “The 
Subway  at  100”  exhibit  at  the  New 
York  Public  Library. ED 


John  and  Diana  Herzog  cut  the  ribbon  to  open 
the  "Making  Ends  Meet"  exhibit  at  the  Deacon 
John  Grave  House  in  Madison,  CT. 


Note:  The  Deacon  John  Grave  House 
is  located  at  581  Boston  Post  Road  in 
Madison,  CT  and  is  open  to  the  pub- 
lic Fridays,  Saturdays  and  Sundays. 
Admission  is  $3  for  adults,  $2  for  chil- 
dren 6-12,  and  free  for  children  under 
6.  For  information  on  visiting  the 
exhibit,  please  call  203-421-4218. 


The  Museum  would  like  to  thank  these  members  for  their  generous  recent  gifts: 


Patron  - $5,000+ 

Mr.  Scott  Bessent 
Mr.  Stephen  A.  Cooper 
Mr.  David  M.  Taylor 

Sponsor  - $1,000+ 

Mr.  Robert  Brooke  Furst 
Mr.  John  G.  Layng 
Mr.  Timothy  R.  Schantz 
Mr.  Lorin  Silverman 
Mr.  D.  Jack  Smith 
Mr.  Jason  Zweig 


Alexander  Hamilton  Society  - $500+ 
Mr.  Andrew  M.  Blum 

Smithsonian  Affiliate  Members  - $150+ 

Mr.  Joshua  Block 

Mr.  Peter  Ciganik 

Ms.  Suzanne  J.  Muntzing 

Mr.  David  Y.  Zhao 


The  Museum  rhanks  all  contributors  for 
their  continued  support.  To  learn  how  you 
or  your  organization  can  participate  in  the 
Museum’s  program,  educational,  and  service 
mission,  please  call  212-908-4604. 
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Museum  Fall  Events  Calendar  Features 
NYMEX  Tours,  Bogle  Lecture 


By  Kristin  Aguilera,  Communications 

Are  you  concerned  about  the  rising 
price  of  gas?  Did  you  ever  wonder 
what  all  the  commotion  is  about  on 
the  commodities  exchange  trading 
floor?  Are  you  looking  to  get  away 
from  your  desk  at  lunchtime  for  an 
exciting  educational  experience? 

If  so,  please  plan  to  join  the 
Museum  for  one  of  two  private  guided 
tours  of  the  New  York  Mercantile 
Exchange’s  trading  floor,  where 
Museum  members  will  experience  the 
excitement  of  markets  being  made  and 
commodities  prices  being  set  in  an 
open  outcry  market.  The  tours,  sched- 
uled for  1:00  pm  on  October  19  and 
November  9,  are  free  and  open  to  cur- 
rent Museum  members  only  on  a first- 
come,  first-served  basis. 

The  Museum  will  also  offer  a cura- 
tor’s tour  of  “New  York  on  Steel,”  an 
exhibition  of  stocks  and  bonds  bearing 


Director 

engravings  of  New  York  City 
buildings  and  scenes,  on  dis- 
play at  the  Federal  Reserve 
Bank  of  New  York.  The  tour 
will  be  led  by  Mark  Tomasko, 
the  Museum’s  honorary  cura- 
tor of  printing  and  engraving, 
who  guest  curated  this  tempo- 
rary exhibition  with  items 
from  his  private  collection. 

Other  events  this  fall 
include  a lecture,  reception 
and  book  signing  with  Van- 
guard founder  and  author 
John  Bogle  on  The  Battle  for 
the  Soul  of  Capitalism  at  the  NYU 
Stern  School  of  Business  on  November 
17,  and  the  Museum’s  annual  Wall 
Street  walking  tour  commemorating 
the  “Great  Crash”  of  1929  on  Satur- 
day, October  29. 

1 or  more  details  on  these  and  other 


Traders  on  the  floor  of  the  NYMEX. 

upcoming  events,  please  see  the  events 
calendar  on  page  35,  or  visit  the 
Museum’s  website  at  www.fmancial- 
history.org.  For  additional  informa- 
tion or  reservations,  please  call 
212-908-4695  or  e-mail  kaguilera 
@financialhistory.org.  QD 


THE  MUSEUM  IS  GRATEFUL  FOR  THE  SUPPORT  OF  THE 
FOLLOWING  CORPORATE  AND  INSTITUTIONAL  MEMBERS 


Corporate  Leadership  Council  — SI 0,000+ 
Dow  Jones  Indexes 
E*Trade  Financial  Corp. 

Goldman,  Sachs  £c  Co. 

The  Gordon  Fund 
The  Manhattan  Group 
Merrill  Lynch  &:  Co.,  Inc. 

The  New  York  Stock  Exchange 
Northern  Trust 
Smith  Barney  Inc. 

Standard  & Poor’s  Corp. 

The  Zweig  Funds 


Corporate  Partners  — $5,000+ 
Securities  Industry  Association -NY 
District  Economic 
Education  Foundation 

Corporate  Donors  — SI, 000+ 

The  Bank  of  New  York 
Bloomberg  LP 
Champion  Stamp 
Cornerstone  Research 
DeWitt  Stern 

Investment  Company  Institute 
The  KAP  Group  LLC 
LaBranche  & Company,  Inc. 

Lehman  Brothers 
Maxim  Group  LLC 


Nemco  Brokerage,  Inc. 

Northern  Trust 
Peoples  Energy 
The  Reserve  Funds 
Smythe  & Co.,  Inc. 

Society  of  Investment  Professionals,  NY 

Foundation  Support 

Blanche  T.  Enders  Charitable  Trust 

FjC 

Michael  Lynch  &c  Susan  Baker  Foundation 
NYMEX  Charitable  Foundation 
Oak  Philanthropy,  Inc. 

To  add  your  company  to  the  Museum’s 
growing  list  of  corporate  members, 
please  call  212-908-4604. 
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Volunteer  Spotlight:  Ruth  Baker 

By  Chris  Catanese,  Director  of  Education  and  Financial  Literacy 


Volunteer  Ruth  Baker  speaks  with  a Museum  visitor. 


Every  Wednesday  and  Thursday  Ruth 
Baker  fights  for  a seat  on  the  crowded 
Staten  Island  Ferry.  She  leaves  her  St. 
George  apartment  at  8:00  am  to  make 
sure  she  has  enough  time  to  not  only 
get  to  the  Museum  for  its  10:00  am 
opening,  but  also  to  share  some  fantas- 
tic baked  creations  with  the  staff. 

Ruth  has  been  volunteering  at  the 
Museum  since  1997,  not  long  after  the 
current  gallery  was  opened.  Her  tireless 
efforts  have  improved  the  visitor  expe- 
rience and  brought  many  back  for  sub- 
sequent visits.  Ruth  is  a retired  New 
York  City  Public  School  teacher  and 
principal.  Her  love  of  teaching  comes 
through  in  her  thoughtful  and  energetic 
descriptions  of  the  Museum  and  the 
exhibits — especially  to  our  younger 


visitors.  Ruth  loves  to 
talk  to  people  and  is  fas- 
cinated by  visitors  from 
out  of  town. 

“What  appeals  to  me 
most  is  meeting  people 
from  all  over  the  world 
and  introducing  them  to 
a new  aspect  of  New 
York  City,”  Baker  says. 

"We  have  people  coming 
from  Europe,  the  Far 
East,  the  Middle  East 
and,  of  course,  the 
United  States.  I love  listening  to  their 
enthusiasm  about  the  uniqueness  of 
our  Museum.”  Ruth  Baker  is  a treasure, 
without  whom  the  Museum  simply 
could  not  exist.  Thank  you,  Ruth!  BD 


The  Museum  is  always  looking  for  new 
volunteers  to  staff  the  Museum's  front 
desk  and  help  with  general  office  duties.  If 
you  are  interested  in  volunteering  please 
contact  Chris  Catanese  at  212-908-4609 
or  ccatanese@fmancialhistory.org. 


Museum  Exhibit  to  Come  to  New  Tourism  Kiosk 


By  Patricia  Robin,  Executive  Associate 

In  late  July  2005,  Mayor  Michael 
Bloomberg  opened  the  NYC  Heritage 
Tourism  Center  kiosk  at  City  Hall 
Park  on  the  corner  of  Broadway  and 
Barclay  Street  in  Lower  Manhattan. 
City  Hall  Park  is  located  just  a few 
short  blocks  from  the  Museum,  offer- 
ing an  exciting  opportunity  for  reach- 
ing tourists  interested  in  historically- 
related  activities  throughout  the  city. 
This  beautiful  glass  and  steel  kiosk, 
financially  supported  by  The  History 
Channel  and  owned  and  operated  by 
the  City  of  New  York,  is  staffed  by 
tourism  experts  and  also  serves  as  an 
exhibit  space. 

Museums  in  Lower  Manhattan  are 
being  offered  this  rotating  exhibit 
space  to  showcase  their  collections 
relating  to  New  York  City.  This  fall 


NYC  Heritage  Tourism  kiosk. 

the  Museum  of  American  Financial 
History  is  planning  to  take  full  advan- 
tage of  this  new  space  by  organizing 


an  exhibit  focusing  on  the  evolution  of 
financial  technology. 

Technology  has  come  a long  way 
over  the  years,  and  the  Museum  plans 
to  highlight  some  of  the  many  means 
in  which  investors  gained  access  to 
accurate  price  information  from  the 
days  of  the  telegraph  through  modern 
technology  currently  used  at  the  New 
York  Stock  Exchange. 

The  Museum  will  also  be  promot- 
ing the  two  exhibits  currently  in  the 
gallery,  “Survival  of  the  Fittest:  The 
Evolution  of  the  Dow  Jones  Industrial 
Average”  and  “Making  Money:  Bank 
Note  Engraving  and  the  Fight  Against 
Counterfeiting,”  and  hope  that  the 
close  proximity  of  the  kiosk  to  the 
Museum  will  draw  a number  of  new 
visitors  interested  in  finance.  B3 
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Wall  Street  Photographer  Offers 
Free  Pictures  to  Museum  Members 


Renowned  New  York  photographer 
Robert  Gambee  is  currently  offering  all 
new  or  renewing  Museum  members  at 
the  $40  level  and  above  a free  8\10 
inch  photograph  of  their  choice  from 
his  collection.  A long-time  Museum 
member  and  supporter,  Mr.  Gambee 
has  spent  decades  photographing  the 


people  and  architecture  of  New  York’s 
Financial  District.  Many  of  these 
photographs  appear  in  his  book.  Wall 
Street:  Financial  Capital. 

Museum  members  may  choose 
from  a gallery  of  500  photographs 
which  include  images  of  the  New  York 
Stock  Exchange  pediment  and  trading 
floor,  the  New 
York  Mercantile 
Exchange,  the 
Federal  Reserve 
Bank  facade  and 
gold  vault,  the 
“Bowling  Green 
Bull,”  the  U.S. 
Custom  House, 
and  Lower  Man- 


hattan at  dusk. 

Selections  can  be  viewed  online 
at  www.membersoffer.org/mafh  and 
ordered  by  mailing  a printout  of  the 
preferred  image  to  the  Museum  along 
with  a membership  donation  and  a 
shipping  and  handling  fee  of  $9.95. 
Each  photograph  comes  matted  and 
ready  to  place  in  a standard-size  frame 
and  is  a $95  value.  Members  may 
order  additional  prints  from  the  online 
Master  Gallery  at  a savings  of  $30 
each.  Please  enter  the  members’  code 
“MAFH”  in  the  online  order  form. 

For  additional  information  please 
e-mail  Kristin  Aguilera  at  kaguilera 
@financialhistory.org  or  call  212-908- 
4695.  GD 


Fine  Art 
Photography  of 
Wall  Street 


Wall  Street  a 

Wall  Street  Christmas  Books 
also  available 

www.RobertGambee.com 
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THE  MUSEUM  SHOP  COLLECTION 


INCLUDES  FINANCIALLY  INSPIRED  FINE  ART  BY  NATIONALLY  RENOWNED  ARTISTS 


SERGHEI  MANOLIU 

"ARMORED  ICON" 

7.5  x 4 x 1.5  inches 
Dollar,  gold  leaf,  steel  frame 


HOUBEN  R.T. 

"$1  THE  HARTFORD  BANK  1950'S 
CONNECTICUT" 

19X5  inches 
Watercolor  on  paper 


ROBIN  CLARK 

"DESK  TOP  COLLECTIBLE" 

9.5  x 3.75  inches 

Currency,  currency  ink  dust,  test  tubes 
various  hardwoods 


Museum  of  American  Financial  History 
28  Broadway  • New  York,  NY  10004 
financialhistory.org 

Open  Tues-Sat,  10  am  - 4 pm 

Rita  Fabris,  Shop  Manager:  212-908-4613 


On  the  Trail  With  Lewis  and  Clark 

and  the  Corps  of  Discovery:  200  Years  Later 

By  Brian  Grinder  and  Dan  Cooper 


“Explorers  at  the  Marias"  by  Bob  Scriver. 

This  statue  is  Montana  's  official  state  memorial  to  I cu  ts,  Clark,  ami  Sacagawea. 


The  United  States  is  in  the  midst  of 
commemorating  the  bicentennial  of 
the  Lewis  and  Clark  Expedition 
(1804-1806).  This  is  a monumental 
event  especially  in  what  have  become 
known  as  the  “Trail  States,”  the  I 1 
states  that  the  Corps  of  Discovery 
actually  explored.'  The  United  States 
Mint  has  issued  a special  Lewis  and 
Clark  Westward  Journey  nickel  series 
to  honor  the  expedition,  and  there 
have  already  been  scores  of  commem- 
orative'1 events  throughout  the  coun- 
try beginning  with  the  official  launch 
of  the  bicentennial  on  January  18, 
2003  at  Thomas  Jefferson’s  Monti- 
cello  home.  Though  countless  books 
and  articles  have  been  devoted  to  the 
expedition,  not  much  attention  has 
been  paid  to  the  economic  and  finan- 
cial impact  of  this  historic  event. 

Plans  for  the  expedition  were  under- 


way even  before  the  Louisiana  territory 
had  been  purchased  from  the  French."' 
In  early  1803,  President  Jefferson  was 
able  to  get  Congress  to  commit  $2,500 
for  an  expedition  that  would: 

“...explore  the  Missouri  River  and 
such  principal  stream  of  it  as  by  its 
course  and  communication  with  the 
waters  of  the  Pacific  Ocean,  whether 
the  Columbia,  Oregon,  Colorado  or 
any  other  river  may  offer  the  most 
direct  and  practicable  water  commu- 
nication across  this  continent  for  the 
purpose  of  commerce. ”‘v 

From  a financial  perspective  it  is 
important  to  note  that  Jefferson’s 
stated  objective  included  commerce. 
There  were  definite  business  and  com- 
mercial aspects  tied  to  this  expedition. 
Jefferson  was  looking  for  the  fabled 


Northwest  Passage  — a water  route 
that  could  be  used  to  facilitate  trade 
with  the  Orient.  He  was  also  hoping 
to  establish  trade  with  the  indigenous 
people  in  the  territory.  Though  he 
would  be  disappointed  when  the 
Corps  reported  that  there  was  no 
Northwest  Passage'',  the  other  eco- 
nomic benefits  flowing  from  the 
Louisiana  Purchase  have  continued  to 
benefit  the  United  States. 

Jefferson  was  no  financial  wizard. v* 
When  he  approved  the  purchase  of 
Louisiana  from  France,  he  had  no 
clear  idea  of  what  he  was  buying.  The 
territory  had  not  yet  been  fully 
explored,  and  no  one,  not  even  the 
French,  knew  with  any  certainty 
where  the  boundaries  were.  Jefferson 
didn’t  even  know  what  the  country 
was  like.  He  evidently  envisioned  it  as 
a mirror  image  of  the  East  Coast  with 
the  same  fertile  soil,  rolling  hills,  and 
navigable  rivers.  The  Voyage  of  Dis- 
covery would  be  the  federal  govern- 
ment’s first  official  foray  into  this  new 
land  that  held  so  much  promise  for 
western  expansion. 

Here’s  a quick  summary  of  the 
expedition:'"  After  a great  deal  of 
planning  and  preparation,  the  journey 
got  underway  on  May  14,  1804  when 
the  Corps  departed  from  Camp 
Dubois  on  the  Illinois  side  of  the  Mis- 
sissippi River  and  began  their  long 
trek  up  the  Missouri.  They  reached 
what  is  now  North  Dakota  before 
being  forced  to  stop  and  spend  the 
winter  with  the  Mandan  Indians. 

In  the  spring,  the  keelboat  they  had 
been  using  was  sent  back  down  the 
Missouri  loaded  with  specimens, 
reports,  and  maps,  and  the  westward 
journey  continued.  They  reached  the 
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“Sacagawea  Guiding  the  Lewis  and  Clark  Expedition  ” 
by  Alfred  Russell,  1904. 


headwaters  of  the  Missouri  in  August 
but  discovered  that  there  was  no  water 
passage  to  the  West  Coast.  This  meant 
a trip  through  Lemhi  Pass,  which  got 
them  across  the  Continental  Divide, 
and  a dangerous  journey  through  Lolo 
Pass  where  the  small  group  of  explor- 
ers nearly  starved  to  death.  A trip 
down  the  Snake  and  Columbia  Rivers 
finally  brought  them  to  the  Pacific 
Ocean  where  they  spent  a second  win- 
ter. In  the  spring  of  1806,  the  return 
trip  began.  In  Montana  it  was  decided 
that  Lewis  would  continue  exploring 
the  Missouri  and  its  tributaries  while 
Clark  headed  for  the  Yellowstone 
River  Valley.vul  In  August,  the  two 
groups  reunited  at  the  mouth  of  the 
Yellowstone  and  returned  to  St.  Louis 
on  September  23,  1806. 

The  historical  significance  of  the 
Lewis  and  Clark  Expedition  has  long 
been  a matter  of  debate.  Some  see  it  as 
an  embarrassing  episode  in  American 
history  where  the  ultimate  goal  “was 
the  subjugation  of  Indian  property 
and  commercial  rights.”  (Miller)  Oth- 
ers point  to  subsequent  expeditions  as 
more  important  to  the  settling  of  the 
Great  Plains  and  the  Pacific  North- 
west.^ However,  Montana  historians 
Michael  Malone  and  Richard  Roeder 
contend  that  the  expedition  left  a last- 
ing impression  on  the  United  States  by 
developing  relatively  friendly  relations 
with  the  Indians  of  the  Northwest, 
establishing  a United  States  presence 
in  what  is  now  Washington  and  Ore- 
gon, ending  the  search  for  the  nonex- 
istent Northwest  Passage,  and  reveal- 
ing both  the  beauty  and  natural 
resources  of  the  area. 

The  economic  and  financial  impact 
of  the  Louisiana  Purchase  (not  to 
mention  the  Pacific  Northwest)  on  the 
United  States  has  been  immense.  In 
financial  terms,  the  Louisiana  Pur- 
chase, unlike  most  government  under- 
takings, was  a project  with  a very  pos- 
itive net  present  value.  The  first 


industry  to  benefit  from  an  expanded 
United  States  was  the  fur  trade.  Meri- 
wether Lewis  described  the  upper 
Missouri  as  “richer  in  beaver  and 
otter  than  any  country  on  earth.”  As 
eastern  sources  of  beaver  were  being 
depleted,  the  West  offered  a new  and 
seemingly  limitless  supply.  Unfortu- 
nately, the  fur  companies  and  fur  trap- 
pers quickly  decimated  the  West’s  fur 
bearing  animal  population.  The  fur 
industry  also  established  a pattern 
that  continues  to  this  day  of  the  East 
Coast  financing  projects  in  the  West 
that  are  primarily  extractive  in  nature. 
Both  the  Astors  (fur)  and  the  Rocke- 
fellers (mining)  were  able  to  add  to 
their  fortunes  by  developing  projects 
in  the  West  that  took  advantage  of  the 
vast  natural  resources  of  the  region. 

The  mining  industry  has,  as  is  well 
known,  played  a key  role  in  the  devel- 
opment of  the  American  West.  The 
states  of  Montana,  Wyoming,  Idaho, 
and  Colorado  have  yielded  vast 
amounts  of  gold,  silver,  copper,  and 
coal.  Though  Lewis  and  Clark  did  not 
play  a direct  role  in  the  discovery  and 


development  of  the  mining  industry  in 
the  West,  their  much-celebrated  expe- 
dition fired  the  country’s  imagination 
and  hastened  the  exploration  of  this 
great  unknown  territory. 

Much  of  the  Louisiana  Purchase 
consists  of  what  is  now  known  as  the 
Great  Plains.  This  area  was  once 
known  as  the  Great  American  Desert, 
and  many  westward  bound  pioneers 
skipped  over  it  for  the  more  fertile 
lands  of  California  and  Oregon.  How- 
ever, today  what  was  formerly 
thought  of  as  desert  is  now  known  as 
the  breadbasket  of  the  United  States. 
The  agricultural  output  of  the  Great 
Plains  is  astounding  with  the  state  of 
Kansas  alone  growing  one-fifth  of  all 
the  wheat  produced  in  the  United 
States. x Though  the  land  is  not  as  fer- 
tile as  Jefferson  envisioned,  modern 
agricultural  techniques  have  trans- 
formed much  of  the  Great  Plains  into 
an  important  agricultural  area. 

The  Louisiana  Purchase  gave  the 
United  States  some  of  the  most  beauti- 
ful country  in  the  world.  Skiing,  hik- 
ing, camping,  hunting,  and  other  out- 
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door  activities  abound  making 
tourism  one  of  the  most  important 
industries  in  many  of  the  Trail  States. 

The  bicentennial  itself  has  been  a 
boon  for  many  western  states  not  only 
because  of  increased  tourist  dollars, 
but  also  because  of  increased  spending 
by  several  government  agencies.  In 
Montana  for  example,  the  city  of 
Great  Falls  sports  the  new  Lewis  and 
Clark  Interpretive  Center  (http:// 
www.fs.fed.us/r  I /lewisclark/lcie/), 
which  is  managed  by  the  U.S.  Forest 
Service;  Lolo  Pass  now  has  a visitor’s 
center  known  as  Traveler’s  Rest 
(http://www.travelersrest.org/)  that 
was  built  specifically  for  the  bicenten- 
nial; and  Pompey’s  Pillar  (http://www 
.pompeyspillar.org/)  has  received  a 
much  needed  facelift. 

It's  not  too  late  for  you  to  join  in 
the  festivities!  The  official  commemo- 
ration ends  in  St.  Louis  in  September 
of  2006.  This  gives  you  plenty  of  time 
to  explore  the  1805-1806  winter 
camp  at  Fort  Clatsop  on  the  Columbia 
River,  drive  the  windy  road  through 
Lolo  Pass,  view  Clark’s  handiwork  at 
Pompey’s  Pillar,  or  learn  about  Native 
American  culture  at  Fort  Mandan.  Mir 
the  trail,  and  discover  a part  of  the 
United  States  that  fulfilled  Jefferson's 
vision  of  economic  growth  and  expan- 
sion in  so  many  unexpected  ways.nn 

Brian  Grimier  is  a professor  at  Eastern 
Washington  University  ami  a member 
of  Financial  History’s  editorial  hoard. 
Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies. 
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Notes 

i These  include  Illinois,  Missouri, 

Kansas,  Nebraska,  Iowa,  South 
Dakota,  North  Dakota,  Montana, 
Idaho,  Washington,  and  Oregon 

li  The  National  Council  of  the  Lewis  &c 

Clark  Bicentennial  has  explicitly 
stated  that  the  bicentennial  is  a com- 
memoration, not  a celebration.  Steve 
Adams,  Superintendent  of  the  Lewis 
and  C lark  National  Historic  Trail  has 
explained  the  distinction  as  follows: 
“During  the  bicentennial  period  of 
the  Corps  of  Discovery,  it  is  certainly 
appropriate  to  commemorate  the 
members  of  the  expedition  for  their 


bravery,  determination,  and  scientific 
achievements,”  Adams  said.  "We  can- 
not, however,  celebrate  the  profound 
and  adverse  social,  economic,  and 
political  consequences  of  the  expedi- 
tion to  many  peoples  of  color  in  the 
200  years  since  the  Corps  first  entered 
the  lands  of  the  First  Nations.” 

iii  Gregory  Morris  wrote  about  the 
details  of  the  Louisiana  Purchase  in  the 
Fall  2003  edition  of  Financial  Histone 
See  "Sold  Down  the  River,”  pp.  12-15. 

iv  Letter  from  Thomas  Jefferson  to 
Meriwether  Lewis,  June  20,  1803, 
h 1 1 p ://  ww  w.  1 i b r a r y . cs  i . c u n y.  ed  u/ 
dept/historv /lavender/jefflett.html 

v News  that,  no  doubt,  would  have 
caused  developed  financial  markets  to 
plummet. 

vi  See  Sloan  for  a thorough  account  of 
Jefferson's  problems  with  debt. 

vii  A more  detailed  account  of  the  jour- 
ney can  be  found  in  Stephen 
Ambrose’s  book  Undaunted  Courage 
or  in  Bernard  DeVoto's  The  Journals 
of  Lewis  and  Clark. 

viii  Clark  would  leave  the  only  remaining 
physical  evidence  of  the  expedition 
when  he  carved  his  name  and  the  date 
(July  25,  1806)  on  Pompey’s  Pillar 
about  25  miles  east  of  Billings,  Mon- 
tana. 

ix  The  eminent  historian  Walter  Prescott 
Webb,  for  instance,  deemed  Pike’s 
expedition  of  1806  through  the  Great 
Plains  as  “more  valuable  to  the  student 
of  life  on  the  Plains  than  that  of  Lewis 
and  Clark”  who  kept  to  the  rivers  and 
never  really  saw  much  of  the  country 
outside  of  the  major  river  valleys. 

x See  Kansas  at  a Glance  at  www.kssos 
.org/i  mages/Kansas 
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By  Steven  Mark  Adelson 

Daniel  Ludwig  was  among  the  richest 
men  in  the  world  when  he  died  in 
1996,  worth  more  than  three  billion 
dollars  when  the  world  had  only  a 
handful  of  individuals  possessing  such 
prodigious  wealth.  He  owned  a fleet  of 
tankers  carrying  crude  oil,  refined 
products,  and  liquefied  gases;  the 
Princess  chain  of  luxury  hotels  in 
Bermuda,  Mexico  and  the  Bahamas; 
and  the  development  of  Westlake  Vil- 
lage, California,  a residential  commu- 
nity of  approximately  50,000  people 
that  included  shopping  centers,  office 
buildings  and  a hotel.  His  other  busi- 
ness ventures  in  the  United  States  and 
throughout  the  world  included  hank- 
ing, insurance,  real  estate,  cattle  ranch- 
ing, orange  groves,  housing,  mining, 
oil  wells  and  refineries,  financial  ser- 
vices, farming,  and  he  once  owned  3.7 
million  acres  of  Amazon  land  along 
the  Jari  and  Paru  Rivers,  an  area  equiv- 
alent to  the  state  of  Connecticut. 

It  is  hard  to  believe  that,  in  an  age 


of  media  scrutiny  and  intrusive 
paparazzi,  few  people  had  ever  heard 
of  Daniel  Keith  Ludwig.  Even  more 
amazing  - up  until  the  time  he  was  40 
years  old,  he  was  nearly  penniless. 

Daniel  Ludwig  was  born  in  June 
1897  in  South  Haven,  Michigan,  the 
son  of  a boat  captain,  and  later  real- 
estate  broker  and  speculator.  The  story 
goes  that  at  the  age  of  nine  he  found  an 
abandoned,  26-foot  sunken  diesel 
boat  that  the  owner  did  not  believe  to 
be  worth  the  salvage  costs.  He  bought 
it  from  the  owner  for  $251  (nearly 
$500  in  today’s  currency)  which  he 
acquired  by  borrowing  from  his 
father.  He  raised  the  boat,  repaired  it 
over  the  winter,  and  during  the  next 
summer  earned  $50  by  chartering  the 
boat.  This  was  his  first  experience  in 
the  shipping  business,  and  just  as 
important,  his  first  experience  in  lever- 
aging borrowed  funds. 

Two  events  occurred  during  Lud- 
wig’s early  teens:  his  parents  sepa- 
rated, and  he  quit  school  after  the 
eighth  grade.  He  went  with  his  father 


to  Port  Arthur,  Texas.  There,  he 
worked  for  a firm  of  chandlers,  com- 
panies dealing  in  marine  equipment 
and  supplies.  He  also  went  to  night 
school  to  study  math,  which  would 
qualify  him  to  become  a marine  engi- 
neer and  then  become  a ship’s  captain. 
After  a year  he  moved  back  to  Michi- 
gan and  began  employment  at  the 
Fairbanks,  Morse  Marine  Engine 
Company  for  20(£  an  hour  (roughly  $4 
today).  Inquisitive  and  a quick  learner, 
he  received  a practical  education  in 
marine  mechanics.  After  a year,  he  so 
impressed  his  employers  with  his  skill 
that  he  was  sent  to  the  Pacific  North- 
west and  up  to  Alaska  as  a machinist 
specializing  in  engine  installation  and 
repair.  Soon,  he  was  making  extra 
money  by  doing  the  same  work  on 
other  ships  on  the  side.  Realizing  his 
own  value,  he  resigned  and  decided  to 
go  into  business  for  himself.  He  was 
19  at  the  time. 


ABOVE:  American  billionaire  Daniel  Ludwig, 
pictured  here  in  1 965,  owned  the  largest  fleet  of 
shipping  vessels  in  the  world. 
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With  his  father's  help  he  acquired 
for  S5,000  an  old  sidewheel  lake 
steamer  that  a bank  had  foreclosed  on. 
He  then  removed  and  sold  the  machin- 
ery and  boiler,  and  converted  the  excur- 
sion vessel  into  an  iron-hulled  barge. 

Over  the  next  20  years,  Ludwig 
managed  to  stay  afloat  in 
the  shipping  business, 
though  barely.  He  often 
bought  used  ships  at  dis- 
counted prices  and  converted  them 
into  cargo  or  oil  hauling  vessels.  Some 
he  would  keep,  others  he  would  sell, 
but  his  financial  condition  during 
these  years  was  generally  precarious. 
Then  in  the  middle  of  the  1930s  an 
opportunity  presented  itself  which 
would  eventually  lead  Daniel  Ludwig 
into  the  upper  stratosphere  of  per- 
sonal wealth. 

The  Maritime  Commission  had  two 
surplus  freighters,  the  Daniel  Webster 
and  the  John  Adams.  Both  were 
13,000-ton  vessels  that  Ludwig  wanted 
to  buy  for  $25,000  apiece  and  then 
convert  both  into  bulk  oil  tankers.  At 
the  time,  transporting  oil  paid  more 
than  cargo  or  ores.  The  problem  was 
that  Ludwig  did  not  possess  much  by 
way  of  collateral,  either  personal  or 
corporate.  All  he  had  was  a 20-year- 
old,  14,000  ton  collier  (coal-hauling 
vessel)  named  Ulysses  he  had  converted 
over  10  years  ago  to  haul  oil. 

His  solution  was  a novel  financing 
approach.  He  went  to  the  Bank  of 
Manhattan  (predecessor  of  the  Chase 
Manhattan  Bank)  and  proposed  that 
although  he  did  nor  have  “AAA” 
credit,  the  oil  company  with  which  he 
did  business  with  did.  What  he  would 
offer  as  collateral  was  not  his  ship,  but 
the  charter  to  haul  the  oil.  To  put  it 
simply,  the  monthly  remittance  on  the 
loan  would  be  structured  to  equal 
what  the  monthly  charter  fee  would 
be,  taking  into  account  payroll,  fuel, 
ship's  stores,  insurance,  etc.  The  char- 
ter itself  would  be  under  a long-term 
agreement,  thereby  guaranteeing  regu- 
lar payment.  The  bank,  not  Ludwig, 
would  hold  the  charter. 


In  short,  payment  on  the  charter 
would  go  to  the  bank,  and  then  be 
credited  towards  the  amount  Ludwig 
owed  on  the  loan.  As  long  as  the 
Ulysses  continued  to  haul  oil,  the  bank 
was  protected.  Should  something  hap- 
pen to  the  Ulysses , the  bank  could 
always  award  the  charter  to  another 
company.  If  all  went  well,  Ludwig  could 
sail  off  with  a new  ship  without  risking 
a dime  of  his  own  money,  with  the 
added  benefit  of  leveraging  someone 
else’s  credit  rating  to  boost  his  own. 


World  War  II  was 
a bonanza  for  his 
shipyard,  with  the 
government  a ready 
customer  for  every 
tanker  he  could 
launch.  And  as  with 
most  men  of  vision,  he 
began  to  make  plans 
for  the  future. 


Bankers  refer  to  this  sort  of  finan- 
cial arrangement  as  a “two-name 
paper.”  Under  a two-name  paper, 
there  are  two  parties  which  endorse 
the  loan.  The  parties  are  economically 
independent  of  one  another,  so  if  one 
party  gets  into  financial  trouble,  the 
other  party  will  not  be  affected. 
Because  of  this,  the  bank  gets  an  extra 
measure  of  security  on  the  loan. 

There  was,  however,  another  rea- 
son why  the  bank  accepted  Ludwig’s 
rather  novel  financial  arrangement. 
The  charter  he  was  awarded  came 
from  the  oil  company  Pan  American 


Petroleum  & Transport  Corp.,  a sub- 
sidiary of  the  Standard  Oil  Company 
of  Indiana,  which  was  owned  by  the 
Rockefeller  family.  The  bank  at  which 
Ludwig  applied  for  the  loan,  the  Bank 
of  Manhattan,  was  a bank  whose 
major  shareholder  was  also  the  Rock- 
efeller family. 

After  a few  years  of  financing  ship 
acquisition  and  conversion  in  this 
manner,  Ludwig  put  a twist  on  this 
scheme.  If  he  could  borrow  money  to 
convert  an  existing  ship,  why  not  use 
this  method  to  borrow  money  on  a 
ship  not  yet  built?  Before  any  con- 
struction was  performed,  Ludwig 
would  design  the  vessel  and  get  a char- 
ter for  that  boat.  The  loan  would  be 
made  under  the  same  conditions, 
except  it  would  be  a deferred  payment 
type,  meaning  the  bank  would  not  col- 
lect anything  from  Ludwig  or  the  oil 
company  until  the  ship  was  con- 
structed and  put  into  service.-  The  oil 
companies  endorsed  the  idea  for  two 
reasons:  The  ships  Ludwig  would 
design  would  be  larger  than  existing 
oil  tankers,  and  therefore  would  have 
a lower  per-barrel  transport  cost,  plus 
the  contract  would  be  for  a long-term 
(or  multi-year)  charter,  which  meant  a 
lower  rate  for  the  oil  company. 

World  War  11  was  a bonanza  for  his 
shipyard,  with  the  government  a ready 
customer  for  every  tanker  he  could 
launch.  And  as  with  most  men  of  vision, 
he  began  to  make  plans  for  the  future. 

After  the  war,  Ludwig  began  to 
think  about  expansion,  in  terms  of 
increasing  the  number  of  oil  tankers  in 
his  fleet  and  the  size  of  each  individual 
tanker.  The  main  question  on  his  mind 
was  where  to  construct  them.  Welding 
Shipyard  could  only  construct  ships 
up  to  30,000  tons,  and  Ludwig  had 
plans  to  build  ships  on  a much 
grander  scale. 

A new  location  in  America  was  not 
even  considered.  Subsidies  from  the 
Maritime  Commission,  which  greatly 
aided  the  construction  of  shipbuilding 
in  the  U.S.,  were  drying  up,  and  post- 
war inflation  was  driving  up  the  cost  of 
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This  floating  power  plant  in  Monte  Dourado,  Brazil  was  part  of  the  “miracle  empire  ” that  Daniel  Ludwig  built  in  the  Amazon  jungle. 


doing  business  in  this  country.  Why 
put  up  with  the  high  cost  of  materials 
and  labor,  deal  with  byzantine  govern- 
ment laws  and  regulations,  and  pro- 
vide American  level  wages  and  benefits 
that  the  International  Maritime  Work- 
ers Union  and  other  labor  unions 
demanded,  and  pay  American  taxes 
when  you  didn’t  have  to?  Especially 
when  there  were  shipbuilding  facilities 
located  in  other  countries  whose  gov- 
ernment had  a more  amiable  attitude 
towards  anyone  providing  work. 

There  were  only  two  places  in  the 
world  capable  of  meeting  Ludwig’s 
needs.  The  first  was  (then)  West  Ger- 
many’s North  Sea  ports.  In  1950,  Ger- 
many was  in  the  throes  of  rebuilding  its 
industrial  infrastructure.  German  ship- 
yard workers  were  skilled  and  hard 
working,  and  already  earned  a reputa- 
tion for  doing  quality  repair  work  in 
one-third  the  time  and  at  half  the  cost  of 
yards  found  around  Europe  and  Eng- 
land. Another  plus  was  that  German 
workers  could  be  hired  for  as  little  as 
40 <f.  an  hour  without  overtime  pay  or 
extra  pay  for  working  different  shifts. 

Unfortunately,  this  was  the  time  of 
the  Berlin  blockade  and  the  beginnings 


of  the  Cold  War.  Political  tensions 
between  East  and  West  Germany  were 
mounting,  and  if  World  War  III  became 
a reality,  West  Germany  would  be  even 
more  devastated,  along  with  Ludwig’s 
investments  there.  That  left  his  alterna- 
tive site,  the  (former)  Imperial  Navy 
shipyards  at  Kure,  Japan,  birthplace  of 
the  immense  battleship  Yamato  and 
other  large-scale  warships. 

Ludwig’s  timing  could  not  have 
been  more  fortuitous.  The  Japanese 
economy  and  industrial  infrastructure 
were  every  bit  as  devastated  as  Ger- 
many’s; unemployment  and  poverty 
were  rampant,  and,  like  Germany, 
Japan  possessed  a tremendous  pool  of 
skilled  labor  desperate  for  work.  Best 
of  all,  they  were  willing  to  work  for 
wages  at  less  than  what  the  Germans 
would  accept.  The  arrangement  Lud- 
wig, through  his  emissary  Elmer  Hann 
(formally  a top  executive  at  the  Henry 
J.  Kaiser  Shipyards  and  now  employed 
at  Welding  Shipyards  as  a production 
executive),  hammered  out  was  an 
extraordinarily  lucrative,  if  not  one- 
sided, contract  with  the  Finance  Min- 
istry for  the  Kure  Shipyards  in  April 
1951.  Among  the  provisos  and  stipu- 


lations Ludwig  received  were: 

(A)  A 15-year  lease,  with  a monthly 
rent  of  $725  per  month  (or  $130,500 
in  total).  Considering  that  the  Kure 
yards  were  among  the  world’s  largest 
shipbuilding  sites,  this  was  a ridicu- 
lously low  amount. 

(B)  He  would  acquire  certain  facili- 
ties already  on  site,  such  as  buildings 
and  equipment  for  $850,000,  to  be 
paid  off  in  yearly  $85,000  payments. 
However,  a clause  stated  that  when 
Ludwig’s  National  Bulk  Carriers  left 
Kure,  the  Japanese  government  would 
buy  back  these  facilities  at  the  original 
purchase  price.  Translation:  Ludwig 
would  get  these  facilities  for  free  and 
still  make  money  on  the  deal  as  the  buy 
back  price  did  not  include  whatever 
depreciation  charges  these  assets  would 
have  accumulated  over  this  time. 

(C)  Except  for  a few  of  Ludwig’s 
production  executives  who  would 
supervise  and  coordinate  shipbuilding 
activities,  the  labor  used  at  the  yard 
would  be  Japanese. 

(D)  His  company  would  be  allowed 
to  import  a variety  of  shipbuilding 
materials  such  as  engines,  boilers,  and 
specialty  equipment  duty  free.  At  this 
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time,  Japanese  engine  design  and  engi- 
neering did  not  have  the  same  reputa- 
tion for  quality  as  they  do  today. 

(E)  He  would  also  be  allowed  to 
import  steel,  duty  free,  providing  that 
his  shipbuilding  operation  used  7,000 
tons  of  Japanese-made  steel  per 
month.  Ludwig  would  later  renege  on 
this  by  claiming  that  Japanese-made 
steel  had  too  high  a sulfur  content  to 
make  welding  practical.  Another  rea- 
son might  have  been  that  Japanese 
steel  was  more  expensive  than  Ameri- 
can made,  ship-plate  grade  steel.  Even 
with  transportation  costs,  importing 
steel  from  the  U.S.  duty  free  would  be 
two-thirds  the  price  of  what  Japanese 
steel  would  have  cost  him. 

One  has  to  wonder  why  the  Japan- 
ese would  agree  to  such  draconian  con- 
ditions. After  World  War  II,  Great 
Britain  and  Australia  wanted  repara- 
tions from  Japan.  Great  Britain  wanted 
the  yards  at  Kure  dismantled  so  that 
Japan  could  not  emerge  as  a great, 
post-war  shipbuilding  nation.  The 
Japanese  government  also  feared  that 
the  U.S.  would  demand  that  the  yards 
be  turned  over  to  the  U.S.  Navy  for  use 
as  a naval  base.  Either  way,  the  thou- 
sands of  jobs  the  yard  would  generate, 
directly  and  indirectly,  would  be  lost 
forever.  Better  to  cut  a deal  like  this  one 
than  risk  either  of  the  two  alternatives. 

And  as  any  businessman  will  readily 
tell  you,  it  is  good  to  have  friends  in 
high  places.  Ludwig  was  no  exception. 
A friend  of  his  was  John  Foster  Dulles 
(for  whom  Dulles  International  Air- 
port in  Virginia  is  named)  who  was  at 
the  time  a bipartisan  consultant  at  the 
State  Department  and  close  associate 
of  General  Douglas  Macarthur,  who 
was  the  head  of  the  American  occupa- 
tion government  in  Japan.  Ludwig 
had  no  qualms  in  using  the  influence 
Dulles  could  provide. 

The  first  ship  to  be  constructed  at 
the  site  was  the  Universe  Leader.  A 
lime  magazine  article  stated  that  this 
was  the  world’s  largest  oil  tanker  at 
84,/ 30  tons.  To  put  the  size  of  this 
ship  in  perspective,  the  Universe 


Leader  was  “six  feet  wider  than  the 
Queen  Elizabeth  and  could  haul  more 
than  enough  gasoline  in  one  trip  to  fill 
the  tanks  of  every  General  Motors  car 
produced  in  the  first  six  months  of 
1956.”  In  a few  years,  vessels  weigh- 
ing in  at  107,000  tons  were  seen 
departing  the  yards,  along  with  iron- 
ore  carriers  and  other  ships.  As  his 
fleet  expanded,  he  set  up  new  compa- 
nies around  the  world  to  operate  the 
ships  - companies  incorporated  in 
nations  such  as  Liberia  and  Panama, 
which  offer  a ship  operator  all  kinds 
of  advantages  in  terms  of  taxes,  labor 
laws,  and  ship-registration  expenses. 

Eventually,  his  personal  fleet  would 
exceed  60  ships,  mostly  supertankers, 
giving  him  a larger  private  fleet  than 
those  owned  by  “the  golden  Greeks,” 
a.k.a.  Aristotle  Onassis  or  Stavros 
Niarchos. 

Although  Ludwig  was  married,  he 
had  no  children  and  no  heirs.  In  1986, 
the  bulk  of  Ludwig’s  fortune  was 
turned  over  to  two  foundations  spe- 
cializing in  cancer  research  - one  in 
Zurich  and  the  other  in  New  York, 
with  branches  in  San  Diego,  Brazil, 
England,  Switzerland,  Belgium,  Swe- 
den and  Australia.  The  Ludwig  Insti- 
tute for  Cancer  Research,  founded  in 
1971,  is  the  world’s  largest  not-for- 
profit  academic  institute  dedicated  to 
cancer  research  with  approximately 
1,000  scientists,  clinicians,  and  sup- 
port staff.  The  Institute  supports  basic 
and  clinical  research  at  six  academic 
institutions  in  the  U.S.:  Harvard  Med- 
ical School,  Johns  Hopkins  Medical 
School,  Massachusetts  Institute  of 
Technology,  Memorial  Sloan-Ketter- 
ing  Cancer  Center,  Stanford  Llniver- 
sity,  and  the  University  of  Chicago. 
This  is  the  only  academic  institute  that 
sponsors  its  own  clinical  trials  in  can- 
cer therapies — meaning  there  are  no 
pharmaceutical  companies  involved. 

And  just  how  profitable  is  oil  trans- 
port today?  The  largest  oil  tankers  are 
the  Ultra  Large  Crude  Carriers 
(ULCC),  and  can  carry  up  to  300,000 
tons  of  oil.  Despite  the  expense  in 


designing  and  constructing  such  behe- 
moths, a ULCC  carrying  crude  oil 
from  the  Middle  East  to  North  Amer- 
ica can  pay  for  itself  after  about  four 
successful  deliveries.  GD 

Steven  Adelson  is  a former  Military 
Logistics  Management  Specialist  with 
the  Department  of  Defense.  He  is 
now  a freelance  writer  who  is  work- 
ing on  a reference  book  for  writers 
titled  How  to  Research  Your  Story 
Idea  or  Magazine  Article. 
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Notes 

1.  Different  versions  of  this  story  have 
appeared  in  print.  One  has  it  that  the 
boat  cost  $750,  or  $1,500  in  today’s 
currency.  Somehow,  trusting  a nine  year 
old  with  that  much  money,  as  well  as 
having  the  ability  to  raise  a sunken  boat 
weighing  several  tons  unassisted,  and 
having  the  ability  to  repair  it  without 
additional  funds  is  a stretch  on  believ- 
ability.  Either  he  received  help  (most 
likely  from  his  father),  or  one  should 
regard  this  story  as  more  apocryphal 
than  accurate. 

2.  At  this  time,  Ludwig  formed  the  Weld- 
ing Shipyard  located  in  Sewalls  Point 
near  Norfolk,  Virginia  where  the  Nor- 
folk Naval  Base  was  also  located. 
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The  Most  Important  Event  in  the 
History  of  the  Mutual  Fund  Industry 


President  Franklin  Delano  Roosevelt  sails  on  the  Sewanna  with  sons  John, 
Franklin,  Jr.  and  James  during  their  cruise  from  Rockport,  Maine  to  Campobello 
Island  just  after  the  President’s  meeting  with  Paul  Cabot  in  July  1936. 


By  Matthew  P.  Fink 

The  year  was  1935  and  rhe  leaders  of 
the  nation’s  investment  companies 
were  not  a happy  group.  The  country 
remained  mired  in  depression  and  the 
stock  market,  though  improving,  was 
still  well  below  its  1929  highs. 

The  predominant  investment  com- 
panies, closed-end  funds,  were  the 
darlings  of  the  bull  market  of  the 


1920s,  when  their  shares  traded  at  large 
premiums  over  the  actual  values  of  their 
portfolios.  Now  they  were  villains, 
accused  by  some  of  having  caused  the 
1929  crash  by  dumping  securities  into  a 
falling  market.  Works  like  John  T. 
Flynn’s  Investment  Trusts  Gone  Wrong! 
excoriated  the  industry.  The  steep 
decline  in  the  stock  market,  exacerbated 
by  closed-end  funds’  use  of  leverage, 
took  a terrible  toll  on  the  value  of  the 


funds’  portfolios.  Total  closed-end 
assets  plummeted  from  over  $2.6  bil- 
lion in  1929  to  $765  million  in  1932. 
And  the  funds’  own  shares  moved  from 
large  premiums  to  deep  discounts. 
From  September  5,  1929  through  Octo- 
ber 5,  1932,  American  International 
Corp.  fell  from  84  to  a low  of  6,  Gold- 
c man  Sachs  Trading  Corp.  from  110  to  2 
•5  14,  and  U.S.  & Foreign  Securities  Corp. 
■f  from  64  Vi  to  VA. 

The  smaller  boys  on  the  block, 
[open-end]  mutual  funds,  introduced 
c in  1924,  also  were  hit  hard  by  the  bear 
Js  market.  Total  mutual  fund  assets  fell 
« from  $140  million  in  1929  to  $75  mil- 
's- lion  in  1932.  From  September  30, 
| 1929  through  1931,  Massachusetts 
=|  Investors  Trust  fell  from  55  to  16, 
State  Street  Investment  Corporation 
from  140  to  44  and  Incorporated 
Investors  from  67  to  17.  But  these 
declines  were  not  as  steep  as  those  of 
closed-end  funds.  One  reason  was 
that,  instead  of  trading  at  premiums 
or  discounts,  mutual  fund  shares  were 
redeemable  - a shareholder  could  put 
his  or  her  shares  back  to  the  fund  and 
receive  a price  based  on  the  current 
value  of  the  fund’s  portfolio. 

The  public  was  outraged  by  the 
losses  they  had  suffered  and  the 
abuses  that  had  been  revealed.  Some, 
like  Frank  A.  Vanderlip,  former  presi- 
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dent  of  National  City  Bank  and 
author  of  Tomorrow’s  Money , urged 
that  investment  banks  be  barred  from 
managing  investment  companies.  Oth- 
ers, like  Barnie  Winkleman,  author  of 
Ten  Years  of  Wall  Street , wanted  to  go 
further  and  have  federal  law  outlaw 
“every  set-up  which  embraces  the 
investment  trust  idea.”  Others,  like 
the  Senate  Banking  Committee,  called 
for  stringent  federal  regulation  of 
investment  companies.  In  1 935,  Con- 
gress put  the  ball  in  motion  when  it 
directed  the  Securities  and  Exchange 
Commission  to  study  the  industry  and 
submit  recommendations  to  Congress. 
The  leaders  of  the  investment  com- 
pany industry  could  see  that  a major 
legislative  battle  was  on  the  horizon. 

THE  REVENUE  ACT 
OF  19U(i 

One  bright  spot  for  investment  com- 
panies was  the  tax  area.  The  federal 
income  tax  law  provided  a 100  per- 
cent exclusion  for  dividends  received 
by  one  corporation  from  another  cor- 
poration. Therefore,  investment  com- 
panies did  not  pay  rax  on  dividends 
they  received  from  the  corporations  in 
which  they  invested. 

But  in  June  of  1935,  President 
Franklin  Delano  Roosevelt  proposed 
taxing  inter-corporate  dividends.  In  his 
message  FDR  stated  that  there  might  be 
an  exemption  for  investment  compa- 
nies that  submitted  to  “public  regula- 
tion” and  offered  “small  investors... the 
benefit  of  diversification.” 

Congress  proceeded  to  reduce  the 
inter-corporate  dividend  exclusion 
from  100  to  90  percent,  and  then  to 
85  percent,  but  did  not,  as  FDR  had 
mentioned,  provide  an  exemption  for 
investment  companies.  Therefore, 
investment  companies  became  subject 
to  tax  on  a portion  of  the  dividends 
they  received,  and  thus  fund  share- 
holders bore  a tax  burden  that  was 
not  imposed  on  them  if  they  held  secu- 
rities directly. 

Investment  companies  feared  that 
they  would  be  taxed  out  of  existence. 


Then  in  March  of  1936,  President  Roo- 
sevelt proposed  an  entirely  new  tax 
scheme  aimed  at  taxing  undistributed 
corporate  profits:  corporate  tax  rates 
would  be  increased  but  there  would  be 
a full  deduction  for  dividends  paid  to 
shareholders.  Corporate  America  and 
the  financial  community  rose  in  vehe- 
ment opposition  to  the  proposal  for 
fear  it  would  pressure  corporations  to 
distribute  all  of  their  earnings. 


The  Revenue  Act  of 
1936  was  the  most 
important  event  in 
the  history  of  the 
mutual  fund  industry: 
It  accorded  special 
tax  treatment  to 
mutual  funds,  putting 
fund  shareholders 
on  a par  with 
direct  investors 
in  securities. 


But,  in  the  words  of  Merrill  Gris- 
wold, head  of  Massachusetts  Investors 
Trust,  the  first  mutual  fund,  mutual 
fund  leaders  saw  the  President’s  pro- 
posal as  a “godsend”  that  could  solve 
their  tax  problem.  The  President’s  pro- 
posal would  only  tax  undistributed 
profits.  Since  mutual  funds  typically 
paid  out  all  of  their  income  to  share- 
holders, the  funds  would  not  have  any 
tax  liability.  Mutual  fund  executives 
from  Boston  met  with  one  of  their 
Senators,  David  Walsh,  who  was  a 
member  of  the  Senate  Finance  Com- 
mittee, to  discuss  a statutory  exemp- 
tion for  mutual  funds. 

Then,  through  a stroke  of  pure 
luck,  mutual  fund  executives  met  with 


the  President  himself.  In  the  summer 
of  1936,  Paul  Cabot,  founder  of  State 
Street  Investment  Trust,  the  second 
mutual  fund,  was  vacationing  at  his 
summer  home  in  North  Haven  Island, 
Maine.  Cabot  spotted  a yacht  in  the 
harbor  that  was  having  trouble 
anchoring  and  offered  its  crew  a 
mooring.  Two  of  the  sailors  turned 
out  to  be  FDR's  sons,  who  were  going 
to  join  their  father  the  next  day  to  sail 
to  Campobello  Island.  When  the  Pres- 
ident arrived,  Cabot  secured  a 
promise  for  a 10  minute  meeting  at 
the  White  House. 

Later  that  summer,  Cabot,  Gris- 
wold and  Tudor  Gardiner  of  Incorpo- 
rated Investors  traveled  to  Washing- 
ton. Just  as  they  entered  the  Oval 
Office,  the  President  received  an 
urgent  phone  call.  When  the  10 
minute  call  ended,  an  aide  entered  the 
room  to  say  the  meeting  was  over 
because  the  President's  next  visitor 
had  arrived.  Cabot  could  not  contain 
himself  and  blurted  out:  “Mr.  Presi- 
dent, this  is  a damned  outrage.  We've 
come  all  the  way  down  from  Boston 
on  a very  important  matter  and  we 
haven't  had  a word  with  you.” 

The  President  laughed  and  asked 
what  the  group  wanted  to  discuss.  They 
explained  that,  unlike  most  business 
leaders,  they  supported  his  proposed 
tax  on  undistributed  profits.  FDR  was 
delighted  and  told  an  assistant:  “Try  to 
take  care  of  these  gentlemen.” 

Mutual  fund  leaders  then  met  with 
Administration  officials  and  members 
of  Congress  and  their  staffs.  The  result 
was  the  Revenue  Act  of  1936  which 
provided  that  if  a mutual  fund  met  a 
number  of  tests,  the  fund  would  be 
exempt  from  tax  and  fund  sharehold- 
ers would  be  taxed  on  distributions 
they  receive,  thus  putting  fund  share- 
holders on  a par  with  direct  investors 
in  securities. 

Several  of  the  tests  were  of  the  type 
one  would  expect  to  find  in  a rax  law. 
The  Act  sought  to  ensure  that  a 
mutual  fund  would  be  an  investment 
company,  rather  than  an  operating 
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company,  by  mandating  that  it  derive 
at  least  95  percent  of  its  income  from 
dividends,  interest  and  gains  on  the 
sale  of  securities.  To  guarantee  that 
fund  shareholders  would  pay  tax,  the 
Act  required  that  the  fund  distribute 
at  least  90  percent  of  its  income  to 
shareholders  as  taxable  dividends  dur- 
ing the  current  year. 

But  the  1936  Act  also  contained 
tests  that  reflected  New  Deal  regula- 
tory concerns.  The  Wall  Street  Journal 
reported  that  “the  law... seems  to 
show  what  the  New  Deal  wants  in 
such  [investment]  corporations.” 

As  indicated  in  President  Roosevelt’s 

1935  message  on  inter-corporate  divi- 
dends, one  thing  that  the  New  Deal 
wanted  was  to  provide  small  investors 
with  the  ability  to  diversify.  The  1936 
Act  required  that  not  more  than  five 
percent  of  the  fund’s  assets  could  be 
invested  in  any  one  corporation. 

As  Griswold  later  wrote,  the  New 
Deal  also  wanted  to  “protect  investors 
against  speculative  activities.”  The 

1936  Act  provided  that  not  more  than 
30  percent  of  a fund’s  gross  income 
could  be  derived  from  gains  from  the 
sale  of  securities  held  for  less  than 
three  months. 

Finally,  Griswold  stated  that  the 
New  Deal  “wished  to  prevent  an 
investment  company’s  acquiring  con- 
trol of  companies  in  which  it  invested.” 
Therefore  the  1936  Act  provided  that  a 
fund  could  not  own  more  than  10  per- 
cent of  the  stock  of  any  corporation. 

Thus  through  the  imposition  of  var- 
ious tests,  the  1936  Act  was  the  first 
federal  law  to  regulate  mutual  funds’ 
activities,  not  simply  in  furtherance  of 
tax  policy,  but  also  to  address  investor 
protection  and  economic  concerns. 

THE  INVESTMENT 
COMPANY  ACT  OF  1940 

While  the  mutual  fund  tax  issue  was 
being  resolved,  the  SEC  continued 
work  on  its  study  of  the  industry, 
which  was  completed  in  early  1940. 
On  March  14,  a bill  of  more  than  100 
pages  drafted  by  the  SEC  was  intro- 


duced in  both  houses  of  Congress. 

The  press  was  unanimous  in  pre- 
dicting that  the  bill  was  unlikely  to  be 
enacted  into  law,  principally  due  to 
the  expectation  of  strong  industry 
opposition.  The  headline  in  the  March 
18  edition  of  Barron’s  declared: 
“Investment  Trust  Law  Unlikely  This 
Year,”  and  the  story  stated:  “The  bill’s 
best  chance  of  enactment  lay  in  the 


possibility  that  the  SEC  and  the  invest- 
ment trusts  could  agree  on  a bill  which 
would  provoke  no  controversy.  The 
bill... made  this  possibility  a thin  one.” 
Similarly,  The  New  York  Times  of 
March  24  reported  that  “chances  of 
passage  of  the  bill  in  this  session  are 
said  to  be  very  slight.” 

Predictions  grew  even  more  pes- 
simistic after  the  Senate  concluded 
hearings.  On  April  27,  The  Wall  Street 
Journal’s  story  began,  “Enactment  of 
legislation  for  federal  regulation  of 
investment  trusts  is  no  longer  consid- 
ered as  even  a fair  prospect.” 

It  appears  likely  that  had  the  industry 
opposed  Congressional  action,  legisla- 
tion would  not  have  been  enacted. 


By  I 940,  the  New  Deal  had  run  out  of 
steam,  the  SEC  was  under  attack,  the 
nation  was  focused  on  American 
defense  preparedness  and  even  sup- 
porters of  legislation  believed  that  the 
SEC’s  bill  had  gone  too  far. 

Robert  Taft,  a leading  Republican  i 
Senator,  advised  the  industry  to  hang 
tough  and  not  even  to  negotiate  with 
the  bill’s  sponsors:  “If  you  think  you  i 


can  sit  down  with  those  Democratic 
bastards  and  get  anywhere,  well 
you’re  nuts.” 

But  the  investment  company  indus- 
try surprised  Senator  Taft,  the  press  and 
other  observers  and  worked  aggres- 
sively for  the  enactment  of  legislation. 

Why  did  an  industry  that  appar- 
ently could  have  defeated  legislation 
subjecting  its  members  to  stringent 
regulation  instead  seek  its  enactment? 

The  explanation  is  fairly  clear  in 
the  case  of  the  smaller  segment  of  the 
industry,  mutual  funds.  Mutual  fund 
leaders  long  had  been  concerned 
about  abuses.  Paul  Cabot  had  written 
a landmark  article  on  problems  in  the 
industry  before  the  1929  crash. 
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Mutual  funds  viewed  federal  regu- 
lation as  a way  to  address  abuse  and 
restore  public  confidence.  Mutual 
funds  already  were  subject  to  a degree 
of  federal  regulation  under  the  Rev- 
enue Act  of  1936.  Mutual  funds 
became  even  more  comfortable  with 
legislation  when  the  bill  was  revised  to 
remove  or  modify  provisions  they 
found  most  objectionable,  such  as  lim- 
its on  size,  segregation  of  management 
and  sales  functions  and  preventing  an 
individual  from  organizing  more  than 
one  fund.  Massachusetts  Investors 
Trust  reported  that  the  1940  Act 
called  for  “very  few  changes  in  the 
business  methods  of  our  Company.” 
In  short,  mutual  funds  had  much  to 
gain,  and  little  to  lose,  by  enactment 
of  the  revised  bill  into  law. 

The  situation  of  closed-end  funds 
was  more  complex.  On  the  one  hand, 
closed-end  funds,  like  mutual  funds, 
wanted  to  end  abuse  and  saw  federal 
regulation  as  a way  to  restore  public 
confidence.  But  on  the  other  hand,  the 
proposed  legislation  focused  heavily  on 
closed-end  funds,  because  that  was  the 
part  of  the  industry  where  most  abuses 
had  occurred.  When  the  SF.C  presented 
its  bill  to  Congress,  an  estimated  SO 
percent  of  the  SEC’s  testimony  was 
devoted  to  closed-end  funds.  Weighing 
these  factors,  it  is  by  no  means  clear 
why  closed-end  funds  should  have  con- 
cluded that  it  was  in  their  best  interests 
to  support  legislation. 

But  there  was  an  additional  factor 
that  helped  lead  closed-end  funds  to 
back  legislation  — the  need  for  closed- 
end  funds  to  become  subject  to  “pub- 
lic regulation”  in  order  to  obtain  spe- 
cial tax  treatment. 

Since  the  1936  Act  granted  special 
tax  treatment  solely  to  mutual  funds, 
closed-end  funds  found  themselves  at 
a disadvantage  not  only  versus  direct 
investors  in  securities,  but  also  versus 
their  long-standing  rivals,  mutual 
funds.  And  mutual  funds,  which  had 
amounted  to  only  five  percent  of 
investment  company  assets  in  1929, 
were  gaining  an  ever-increasing  share, 


growing  to  25  percent  in  1936  and  to 
40  percent  in  1940. 

Closed-end  funds  were  convinced 
that  a major  factor  contributing  to 
this  trend  was  the  disparity  in  tax 
treatment.  Closed-end  funds  con- 
cluded it  was  essential  that  they  obtain 
special  tax  treatment.  A closed-end 
witness  at  the  Senate  hearings 
declared:  “The  future  tax  treatment 
for  closed-end  investment  trusts  is 
most  important.” 

Closed-end  funds  realized  that  to 
obtain  tax  parity  with  mutual  funds, 
they,  like  mutual  funds,  would  have  to 
become  subject  to  “public  regulation,” 
and  that  the  1940  Act  offered  a vehicle 
to  accomplish  this  result.  Closed-end 
funds  adopted  a two-step  strategy  - 
first  regulation  via  enactment  of  the 
1940  Act  and  then  tax  relief. 

A closed-end  witness  at  the  Senate 
hearings  stared:  “We  urge  that  the 
basis  for  this  taxation  be  laid  in  this 
bill.”  Similarly  a closed-end  witness 
told  the  House  committee:  “we  are 
very  hopeful  that  with  the  passage  of 
this  bill  and  with  these  companies 
placed  under  regulation  the  Treasury 
will  see  lit  to  go  into  this  problem.” 

Closed-end  funds  undertook  a 
series  of  steps  to  implement  their  strat- 
egy. Hirst,  they  put  aside  their  rivalry 
with  mutual  funds,  and  the  two  groups 
formed  a joint  task  force  to  work  on 
the  legislation.  Second,  closed-end 
funds  obtained  SIT'  support  tor  their 
two-step  approach.  David  Schenker, 
chief  counsel  of  the  SEC  study,  testi- 
fied: “We...  feel  that  if  closed-end 
funds  are  supervised  by  a governmen- 
tal agency... there  is  absolutely  no  rea- 
son for  that  [tax]  discrimination.” 
Third,  closed-end  funds  urged  that  the 
Senate  and  House  committee  reports 
accompanying  the  legislation  spell  out 
the  need  for  extending  special  tax 
treatment  to  closed-end  funds. 

With  both  mutual  funds  and  closed- 
end  funds  supporting  legislation,  the 
two  industries  acred  in  concert  to 
obtain  enactment.  Mutual  fund  and 
closed-end  witnesses  testified  in  strong 


support  of  reform  legislation  while 
stressing  specific  defects  in  the  SE'Cs 
bill.  Next,  the  joint  industry  task  force 
prepared  a detailed  outline  of  sugges- 
tions for  legislation  within  the  frame- 
work of  the  original  bill.  Then  the  SEC 
and  the  task  force  reached  an  agree- 
ment in  principle  that  was  used  as  the 
basis  for  a new  bill  supported  by  both 
the  SEC  and  the  mutual  fund  and 
closed-end  industries. 

Senator  Downey  termed  these 
events  a “miracle.”  The  Senate  and 
House  committees  reported  out  the 
new  bill  which  was  passed  by  both 
houses.  President  Roosevelt  signed 
The  Investment  Company  Act  into 
law  on  August  23,  1940.  And,  as 
closed-end  funds  had  hoped,  the  next 
major  tax  law,  the  Revenue  Act  of 
1942,  extended  special  tax  treatment 
to  closed-end  funds. 

The  Revenue  Act  of  1936  was  the 
most  important  event  in  the  history  of 
the  mutual  fund  industry:  It  accorded 
special  tax  treatment  to  mutual  funds, 
putting  fund  shareholders  on  a par 
with  direct  investors  in  securities.  It 
was  also  the  first  time  the  federal  gov- 
ernment subjected  mutual  funds  to 
regulation  in  the  interest  of  investors. 

And  ironically,  the  1936  Act’s  failure 
to  provide  special  tax  treatment  to 
closed-end  funds  helped  lead  to  enact- 
ment of  the  Investment  Company  Act 
of  1940,  the  federal  law  that  governs 
the  structure  and  day-to-day  opera- 
tions of  investment  companies  and  that 
has  played  a critical  role  in  the  indus- 
try’s success  over  the  past  65  years.  CGI 


Matthew  P.  Fink  was  employed  by 
the  Investment  Company  Institute, 
the  national  association  of  the  invest- 
ment company  industry,  from  1971 
to  2004,  and  was  the  Institute's  Presi- 
dent from  1991  to  2004.  He  is  an 
independent  director  of  the 
Oppenheimer  Funds  and  guest 
lectures  at  law  and  business  schools 
on  the  history  of  the  industry. 


WWW.llNANCIAl.ms TO  R Y.  O R C 


19 


Financial.  History  - I-'ai.i  zoos 


Most  Indian  businesses 
are  just  a generation 
old,  but  among  many 
First  Nations  a 
tradition  of  commerce 
is  centuries  old 


The  Hyatt  Regency  Tamaya  Resort  & Spa  in  New  Mexico  was  built  on 
the  Santa  Ana  Pueblo  to  resemble  the  tribe's  original  village. 


By  Gregory  DL  Morris 

Late  in  May  the  decades-long  dream 
of  the  Mescalero  Apache  was  realized 
with  the  grand  opening  of  the  Inn  of 
The  Mountain  Gods,  a $200-million 
resort  in  central  New  Mexico.  Of 
course,  there  is  a big  casino,  but  it  is 
secluded  from  the  rest  of  the  resort, 
and  does  not  impinge  on  the  hotel,  the 
lake,  the  golf  course,  the  riding  sta- 
bles, the  hunting  lodge,  or  the  ski 
mountain. 

Two  hundred  miles  north,  the 
Santa  Ana  Pueblo,  just  outside  Albu- 
querque takes  the  concept  to  its  rich- 
est manifestation.  The  Tamaya  Resort, 
operated  in  partnership  with  Hyatt, 
was  built  to  resemble  the  tribe’s  origi- 
nal village.  The  resort  is  set  back  more 
than  a winding  mile  from  the  main 
road,  where  the  casino  sits,  and 
spreads  just  a few  hundred  yards  from 
the  Rio  Grande.  There  are  three  cham- 
pionship-caliber golf  courses,  a full- 
service  spa,  four  pools,  and  a hot-air 
balloon  launch. 

In  scope  and  sophistication,  and 
with  their  emphasis  on  the  resort 
rather  than  on  gambling,  these  resorts 
are  clearly  a step  beyond  the  Las 


Vegas-style  casino-hotels  such  as  Fox- 
woods  and  Mohegan  Sun  in  Connecti- 
cut. Those  are  now  more  than  a 
decade  old  — the  Indian  Gaming  Reg- 
ulatory Act  became  law  in  1988  — 
and  were  themselves  several  orders  of 
magnitude  removed  from  the  bingo 
halls  that  preceded  them.  In  this  pro- 
gression is  a clear  and  compelling 
growth  and  diversification  of  business 
and  finance  in  Indian  Country. 

There  is  no  small  irony  in  reporting 
a florescence  of  Indian  business 
because  Indian  commerce,  of  course, 
has  flourished  for  centuries.  “It  is 
worth  noting  that  our  collective 
Native  identity  has  been  defined  in 
part  by  the  historic  patterns  of  com- 
mercial interaction  that  existed 
between  our  societies,  particularly  in 
pre-Columbian  times,”  wrote  Paul 
Fritz,  a Mohawk  attorney  and  econo- 
mist in  the  June  2 issue  of  Indian 
Country  Today. 

“In  that  context,  we  are  informed  by 
oral  traditions  and  by  the  record  of 
archaeological  relics  that  reveal  there 
was  an  extensive  system  of  interactive 
trade  patterns  extending  northeast  and 
northwest  from  Central  America  across 
most  of  North  America.  A similar  trade 


pattern  also  extended  southeast  and 
southwest  from  Central  America  across 
much  of  South  America.” 

Indian  leaders  stress  that  this  is  hap- 
pening now  because  of  factors  both 
within  the  Native  community  and  also 
changes  in  government  and  the  rest  of 
society.  “In  Indian  Country  we  are 
really  beginning  to  see  a renaissance,” 
says  A.  David  Lester,  executive  direc- 
tor of  the  Council  of  Energy  Resource 
Tribes,  based  in  Denver.  “Our  efforts 
in  CERT  are  not  just  as  lone  rangers, 
we  are  part  of  a bigger  change.” 

Indian  history  from  first  contact 
with  Europeans  through  the  middle  of 
the  20th  Century  is  an  almost  unmiti- 
gated litany  of  sorrow.  Nevertheless, 
Lester  explains,  thousands  of  Indian 
men  enlisted  to  fight  in  World  War  II. 
“They  fought  alongside  others,  and 
came  home  to  the  G.I.  Bill.  They 
learned  that  the  hand  dealt  by  the  gov- 
ernment was  a bad  one,  and  they  were 
out  to  change  it.” 

By  the  mid  1950s  the  Native  rights 
effort  gained  currency  with  the 
broader  civil  rights  movement.  In 
1970  President  Nixon  changed  official 
government  policy  from  breaking  up 
and  resettling  tribes  to  one  of  tribal 
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self-determination.  Three  years  later 
Congress  also  adopted  the  policy. 
"That  was  the  awakening  of  our  peo- 
ple and  of  federal  policy,”  says  Lester. 
There  were  a few  militant  incidents  in 
1973,  but  the  major  international 
event  that  year  was  the  Arab  oil 
embargo  that  October.  In  the  flurry  of 
domestic  exploration  and  production, 
oil,  gas,  and  other  mineral  resources 
were  found  on  Indian  land.  "The  fed- 
eral government,  as  trustee,  had  con- 
trol over  those  resources,”  says  Lester. 
"The  fear  was  that  these  lands  would 
be  opened  to  development  without 
Indian  control  or  even  consent.” 

CHRT  was  formed  in  1975.  One 
member  tribe,  the  Southern  Utes,  based 
in  southwestern  Colorado,  first 
stopped  leasing  their  land  for  hydrocar- 
bon production,  then  built  their  own 
management,  legal,  and  accounting 
capabilities.  Ultimately,  they  formed 
their  own  production  company,  and 
purchased  the  gas  gathering  system. 

Other  CERT  member  tribes  include 
the  populous  Navajo,  who  have 
formed  a profitable  tribal  utility,  and 
the  Pueblo  Laguna,  who  successfully 
hid  on  the  reclamation  of  a huge  ura- 
nium mine  on  their  land.  They  won  a 
lump-sum  contract,  and  completed  the 
job  far  enough  under  budget  to  pro- 
vide investment  capital  for  a diversi- 
fied tribal  economy. 

Whether  there  is  income  from 
energy,  gambling,  light  industry,  or 
ranching,  the  next  big  step  in  Indian 
business  development  is  finance.  The 
North  American  Native  Bankers  Asso- 
ciation (NANBA),  based  in  Oklahoma 
City,  has  19  member  banks  in  the  U.S. 
and  two  in  Canada.  The  largest. 
Canyon  National  Bank  in  Palm 
Springs,  CA,  owned  by  the  Aguas 
Calientes,  has  total  assets  of  $220  mil- 
lion. The  smallest,  and  most  recent 
addition,  is  the  ambitiously  named  All 
Nations  Bank  in  Shawnee,  OK,  owned 
by  the  eponymous  tribe. 

“Average  assets  for  member  institu- 
tions is  about  $80  million,”  says  J.  D. 
Colbert,  an  attorney  and  president  of 


NANBA,  which  was  organized  in  1998. 
He  notes  that  Indian-owned  banks 
existed  in  the  late  1800s.  Unlike  today’s 
institutions  that  are  owned  by  tribes, 
those  were  usually  owned  by  individu- 
als, usually  tribal  leaders,  and  used  to 
handle  personal  and  tribal  money. 

“In  1907  when  Oklahoma  became 
a state,  the  tribes  were  ‘dissolved,’  and 
the  banks  with  them,”  says  Colbert. 
"Then,  around  1972  the  American 
Indian  National  Bank  was  formed  by 
a group  of  tribes  around  Seattle.  Bur 
the  bank  was  based  in  Washington, 
DC.  That  lasted  until  about  1987, 
when  a big  wave  of  bank  consolida- 
tion began.  It  was  bought  out.” 

Colbert  says  his  mission  is  to  be  the 
Johnny  Appleseed  of  Indian  banking. 
In  addition  to  his  work  for  NANBA, 
he  helped  found  a bank  for  his  own 
Chickasaw  tribe  called  Bank2  in 
2001.  As  with  most  of  the  current 
Indian  banks,  Bank2  was  formed  by 


acquiring  an  existing  branch,  rather 
than  as  a de  novo  institution. 

“The  first  reason  for  a tribe  to  get 
into  banking  is  to  make  money  — it  is 
a business,”  says  Colbert.  “The  sec- 
ond reason  is  to  diversify  its  economy. 
The  third  is  to  support  the  community, 
especially  by  providing  capital  and 


through  financial  literacy.  The  million- 
dollar  question  is  why  more  tribes, 
especially  those  with  successful  casi- 
nos, have  not  been  getting  into  finan- 
cial services.  A lot  of  work  needs  to  be 
done,  but  in  Indian  Country  we  have 
more  in  common  than  we  have  differ- 
ences. And  we  need  to  fully  replicate 
the  spectrum  of  financial  intermedi- 
ates in  the  rest  of  society.  There  is  no 
one  answer.” 

To  that  end  NANBA  has  been 
discussing  inviting  the  few  Indian 
credit  unions  to  join  the  association, 
despite  the  historic  rivalry  between 
banks  and  credit  unions.  The  associa- 
tion is  also  considering  opening  mem- 
bership to  tribes  that  have  community 
development  financial  institutions, 
called  CDFls. 

CDFls  are  essentially  not-for-profit 
venture  capital  funds.  The  original 
federal  seed  fund  was  created  in  1994 
to  benefit  all  underdeveloped  commu- 


nities — but  the  program  has  made 
great  progress  in  Indian  Country.  The 
federal  CDFI  does  not  do  any  direct 
lending,  but  provides  capital  and  sup- 
port for  communities  to  start  their 
own  local  CDFI. 

According  to  the  Treasury,  the  federal 
fund  promotes  access  to  capital  and 
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local  economic  growth  through  its  CDFI 
Program  by  directly  investing  in,  sup- 
porting and  training  CDFIs  that  provide 
loans,  investments,  financial  services  and 
technical  assistance  to  underserved  pop- 
ulations and  communities. 

The  federal  fund  also  operates  a 
New  Markets  Tax  Credit  Program  to 


provide  an  allocation  of  tax  credits  to 
community  development  entities, 
which  enable  them  to  attract  invest- 
ment from  the  private-sector  and  rein- 
vest these  amounts  in  low-income 
communities.  Over  seven  years  more 
than  $15  billion  in  tax  credits  have 
been  allocated.  Through  its  Bank 


Enterprise  Award  Program,  the  federal 
CDFI  provides  an  incentive  to  banks 
to  invest  in  their  communities  and  in 
other  CDFIs.  There  is  also  a special 
program  for  First  Nations,  the  Native 
Initiatives. 

Since  its  creation,  the  Federal  CDFI 
has  made  $729  million  in  awards  to 
community  development  organiza- 
tions and  financial  institutions,  and 
provided  New  Markets  Tax  Credits  of 
$8  billion.  That  private  sector  invest- 
ment is  growing  and  opening  to  char- 
ities, grant-making  institutions,  and 
even  for-profit  private  investments  by 
companies  and  individuals. 

By  midyear  there  were  35  Native 
CDFIs.  Rising  to  meet  Treasury  half 
way,  there  are  several  Indian  associa- 
tions and  coalitions  that  are  approved 
for  training,  support,  and  even  fund- 
ing of  Native  CDFIs.  First  Nations 
Oweesta,  based  in  Rapid  City,  SD,  is 
the  fiscal  agent  for  the  Native  Finan- 
cial Education  Coalition.  It  is  also 
important  to  note  that  while  CDFIs  in 
other  minority  communities  do  mostly 
personal  and  residential  lending,  most 
1 Indian  CDFIs  do  business  lending.  In 
turn  Oweesta  has  formed  a collabora- 
q five  with  eight  other  CDFIs  to  provide 
I training  and  support  for  the  formation 
8 of  more  CDFIs.  There  is  a long  way  to 
| go:  the  existing  CDFIs  represent  a 
I mere  five  percent  of  the  650  federally 
| recognized  tribes. 

Mainstream  banks  are  also  expand- 
$ ing  to  serve  First  Nations.  Washington 

0 

£ Mutual,  based  in  Seattle,  has  a well- 

"5 

| developed  and  long-standing  program 

~ 

~ of  investment  in  Indian  Country, 
y financial  education  initiatives,  grants, 

1 and  lending  — including  $375  billion 
in  community  development  loans  over 
the  last  10  years. 

WaMu  was  also  a “platinum  spon- 
sor” of  RES2005,  a “reservation  eco- 
nomic development  summit  and  trade 
fair,”  held  in  February  in  Fas  Vegas. 
Aircraft  maker  Boeing  was  the  title 
sponsor,  while  Wells  Fargo  and  JP 
Morgan  Chase  were  “silver”  and 
“bronze”  sponsors. 
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Separately,  Citigroup  underwrote  the 
bond  issue  to  build  the  Inn  of  The 
Mountain  Gods,  and  Mike  Parrish, 
director  of  marketing  and  hospitality  for 
the  Mescalero  says  the  issue  was  50  per- 
cent oversubscribed  and  had  to  be  allo- 
cated. “Now  we  are  using  the  hospital- 
in'  money  to  capitalize  other  businesses. 
The  tribe  is  involved  in  telecommunica- 
tions, natural  gas,  logging,  cattle  ranch- 
ing, forestry,  and  runs  a Hsh  hatchery.” 

But  as  with  the  CDFIs  there  is 
clearly  a long  way  to  go  in  other  areas. 
And  the  successes  in  business  and  eco- 
nomic development  by  some  groups 
has  cast  an  even  starker  shadow 
across  others  that  have  not  made 
much  progress.  “You  see  great 
extremes  across  Indian  Country,”  says 
Professor  Joseph  P.  kalr,  co-director  of 
the  Harvard  Project  on  American 
Indian  Economic  Development  and 
faculty  chair  of  Native  American  Pro- 
gram at  Harvard.  “The  Mississippi 
Choctaw  are  the  second-largest 
employers  in  the  state  after  Jackson, 
and  have  zero  unemployment.  They 
are  the  model  of  pre-casino  success, 
and  now  make  everything  from  CD 
jewel  cases  to  automotive  parts.” 

At  the  other  extreme,  he  adds,  “the 
effective  unemployment  on  the  Pine 
Ridge,  Rosebud,  and  Crow  Creek 
reservations,  Ogallala  Sioux,  is  90 
percent.  In  the  1970,  1980,  and  1990 
censuses,  those  were  the  poorest 
places  in  the  country.  The  Crow 
Reservation,  just  over  the  fence  of  my 
cabin  in  Montana,  has  85  percent 
unemployment.  Something  like  95 
percent  of  the  dollars  circulating  on 
the  Pine  Ridge  Reservation  are  fed- 
eral. That  is  beyond  grinding  poverty. 
We  are  talking  complete  dependency. 
And  yet,  just  recently,  there  has  been 
an  entrepreneurial  boom  at  Pine 
Ridge.  The  Chamber  of  Commerce 
has  been  a leader  in  the  good-govern- 
ment movement.” 

Kalt  was  recently  awarded  the  First 
American  Public  Policy  Award  from 
the  National  Center  for  American 
Indian  Enterprise  Development. 


In  January,  Kalt  and  colleague 
Jonathan  B.  Taylor  published  a land- 
mark study,  “American  Indians  on 
Reservations:  A Databook  of  Socioe- 
conomic Change  Between  the  1990 
and  2000  Censuses.”  A few  years  ear- 
lier Kalr  and  another  colleague, 
Stephen  Cornell,  published  the  influ- 
ential study  called  “Reloading  the 
Dice:  Improving  the  Chances  of  Eco- 
nomic Development  on  Indian  Reser- 
vations.” 

The  critical  factor,  Kalt  stresses,  is 
not  population,  as  many  people  think. 
But  rather  it  is  the  rule  of  law.  “We  do 
a study  of  the  courts  and  legal  systems 
in  all  50  states,  and  Montana  is  usu- 
ally ranked  in  the  bottom  10  percent. 
But  on  the  Flathead  Reservation  near 


Guests  .it  the  Tamaya  Resort , ire  encouraged 
to  experience  the  history,  culture  and 
cuisine  of  the  Tattiayame  people. 


Missoula,  there  is  a booming  econ- 
omy, because  the  Flarheads  developed 
a strong  family  and  civil  law  based  on 
the  common  law  in  the  community. 
The  Flarheads  are  out  competing  the 
legal  boondoggle  in  the  state.  They  are 
providing  fairer  and  faster  resolutions 
and  even  non-Indian  business  is  mov- 
ing onto  the  reservation.  It  is  a great 
American  success  story.” 

As  the  Pine  Ridge  Chamber  of 
Commerce  fights  inertia  within  local 
governments,  several  state  chambers 
are  making  good  progress  helping 
both  Indian  entrepreneurs  and  grow- 
ing tribal  businesses.  As  with  non- 
Native  chambers,  the  Indian  associa- 


tions help  member  individuals  and 
companies  navigate  the  maze  of  regu- 
lations in  pursuit  of  state  and  federal 
contracts  and  supplier  relationships. 
They  also  provide  a point  of  contact 
for  large  corporations  seeking  suppli- 
ers and  service  providers  and  provide 
guidance  for  entrepreneurs  and  execu- 
tives. 

“The  American  Indian  National 
Chamber  of  Commerce  is  the  largest 
Indian  business  organization,”  says 
president  Tracy  Stanhoff.  She  is  also 
president  of  American  Indian  Cham- 
ber of  Commerce  of  California,  based 
in  Huntington  Beach.  AINCC  has 
seven  other  state  chamber  members. 
She  says  there  are  three  major  chal- 
lenges to  Native  business.  “Everyone 
thinks  we  are  all  now  casino  Indians, 
that  we  don’t  need  to  diversify.  Gam- 
ing has  brought  us  choices,  but  we 
have  to  diversify  our  businesses  and 
our  skills.  We  also  need  to  develop 
enterprise  skills  at  the  tribal  level.” 
Three  other  important  points  she 
emphasizes  are  sovereignty  and  legiti- 
macy as  the  only  way  to  keep  the  cul- 
ture alive,  defending  development  pro- 
grams against  criticism,  and  making 
sure  tribal  enterprises  buy  from  Indi- 
ans to  keep  dollars  in  the  community. 

One  high-profile  example  of  this 
was  when  the  new  Smithsonian 
National  Museum  of  the  American 
Indian  commissioned  Rich-Heape 
Films  of  Fort  Worth,  to  produce  a 
montage  film  for  the  big  new  museum 
on  the  Mall  in  Washington.  Steven 
Heape,  a Cherokee,  co-founded  the 
company  in  1981  producing  industrial 
and  marketing  films,  but  since  1994 
has  concentrated  on  Native  American 
issues. 

Heape  is  proud  of  his  own  entre- 
preneurial efforts,  and  also  the  suc- 
cesses of  the  Cherokee  Nation.  He 
sees  tribal  prosperity  as  a boost  to 
individual  efforts.  “Gaming  is  the  best 
thing  that  ever  happened  to  Indian 
Country  because  the  casino  money  is 
enabling  entrepreneurs.” 

In  some  cases  the  entrepreneurs 
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Changes  on  Reservations  Other  than  Navajo 

(Changes  1990  2000  presented  in  points  unless  indicated  as  %;  OTSAs  excluded) 


Non- 

Gaming  Gaming U.S. 


Real  per  capita  income 

+21% 

+36% 

+ 11% 

Median  household  income 

+ 14% 

+35% 

+4% 

Family  poverty 

-6.9 

-11.8 

-0.8 

Child  poverty 

-8.1 

-11.6 

-1.7 

Deep  poverty 

-1.4 

-3.4 

-0.4 

Public  assistance 

+0.7 

-1.6 

+0.3 

Unemployment 

-1.8 

-4.8 

-0.5 

Labor  force  participation 

-1.6 

+ 1.6 

-1.3 

Overcrowded  homes 

-1.3 

-0.1 

+ 1.1 

Homes  lacking  complete  plumbing 

-4.6 

-3.3 

-0.1 

Homes  lacking  complete  kitchen 

+ 1.3 

-0.6 

+0.2 

College  graduates 

+ 1.7 

+2.6 

+4.2 

High  school  or  equivalency  only 

-0.3 

+ 1.8 

-1.4 

Less  than  9th  grade  education 

-5.5 

-6.3 

-2.8 

have  preceded  the  casinos.  Several 
tribes  in  New  York  State  are  in  the 
process  of  establishing  casinos,  but  the 
Six  Nations  of  the  Iroquois  Confeder- 
acy are  among  the  few  tribes  known  in 
broader  society  for  their  skills  in  com- 
merce, industry,  and  politics. 

Frank  Bonamie,  a Cayuga  from 
Ithaca,  NY  is  founder  of  Ongweoweh 
Corp.,  a pallet  and  container  consolida- 
tor. His  customers  include  Coca-Cola, 
DuPont,  and  Kodak.  And  his  business 
plan  is  simple,  “Kodak,  or  whomever, 
tells  us  where  every  shipment  goes,  and 
we  arrange  to  pick  up,  clean,  repair,  and 
return  the  pallets  for  about  half  the  cost 
of  new  ones.”  The  business  has 
expanded  into  logistics  support,  and 
Bonamie  figures  he  will  reach  $100  mil- 
lion in  revenue  within  a year  or  two 
with  a staff  of  just  27  people. 

Karri  Plowman,  a Paiute  and  presi- 
dent of  the  Minnesota  American 
Indian  Chamber  of  Commerce  notes, 
“We  are  in  the  first  and  in  a few  cases 
the  second  generation  of  Indian  entre- 
preneurs. But  Indians  have  a strong 
history  of  business  and  commerce  that 
has  been  downplayed.  It  is  an  aspect 
of  our  culture  that  had  been  lost  and  is 
being  regained.” 

The  Minnesota  chamber  is  among 
the  oldest  in  the  country,  founded  in 
1986,  just  a few  months  after  the 


chamber  in  Oklahoma.  The  chamber 
in  Oklahoma  is  a member  of  AINCC; 
the  chambers  in  Minnesota,  Wiscon- 
sin, and  Texas  are  not  part  of  any  for- 
mal association,  but  maintain  strong 
relationships  among  themselves  and 
with  neighboring  chambers. 

The  Texas  chamber  emphasizes  sup- 
port for  individual  entrepreneurs  to 
become  certified  for  various  govern- 
ment and  corporate  programs.  “There 
is  a world  of  opportunity  for  our  peo- 
ple,” says  Gene  Bloomfield,  president 
of  the  Texas  chamber  and  founder  of 
his  own  company,  “but  if  they  don’t 
know  about  it  they  cannot  participate. 
Tribes  have  an  enormous  financial 
base,  but  individuals  are  out  there  on 
their  own.  The  Bureau  of  Indian 
Affairs  used  the  reservation  system  to 
issue  roll  cards,  and  many  Indians 
elected  not  to  sign  up. ’’Craig  Ander- 
son, executive  director  of  the  Wiscon- 
sin chamber  is  a big  supporter  of  the 
CDFI  programs,  and  says  that  his 
group  was  the  first  of  any  minority 
chamber  to  create  a revolving  loan 
fund.  Diversified  economic  develop- 
ment is  essential,  he  says,  because 
“most  people  only  hear  half  the  casino 
story.  There  are  560  federally  recog- 
nized tribes,  of  which  180  have  casi- 
nos, of  which  only  about  three  percent 
make  money.  Others  just  break  even. 


My  tribe,  the  Sisseton  Sioux  have  three 
casinos,  but  they  are  very  small.” 

In  another  initiative,  two  Cherokee 
businessmen  based  in  Talaqua,  OK 
recently  received  an  enterprise  grant 
from  the  Small  Business  Administra- 
tion to  establish  what  they  are  calling 
the  National  Native  American  Cham- 
ber of  Commerce.  SBA  has  a dedi- 
cated Office  of  Native  American 
Affairs,  as  well  as  outreach  through 
small-business  development  centers  in 
hundreds  of  communities.  Joe  Byrd 
and  Mike  Watkins  hope  to  create  a 
§ truly  national  chamber,  and  will  start 
^ with  a membership  drive  this  fall. 

Also  this  fall  about  1,000  hot  air 
$ balloons  will  rise  from  the  fields 
around  Albuquerque,  and  at  least  a few 
from  the  new  launch  pad  at  Tamaya 
Resort.  The  International  Balloon 
Fiesta  every  October  is  the  largest  such 
event  in  the  world.  With  those  continue 
to  rise  the  aspirations  of  Indian  enter- 
prise. The  Santa  Ana  Pueblo  is  much 
smaller  than  the  Mescalero  Apache 
reservation,  which  is  the  size  of  Rhode 
Island,  and  the  scale  of  the  Santa  Ana 
businesses  are  commensurate. 

And  most  importantly  the  blending 
and  balance  of  business  and  culture 
quietly  underscore  the  elements  of 
both  Native  history.  “Many  of  our 
activities,  the  bread  oven,  the  artwork, 
and  the  outdoor  programs  are  a part 
of  our  culture,”  says  Deidre  Lujan, 
chair  of  the  Santa  Ana  Hospitality 
Corp.  “It  is  a delicate  balance,  but  we 
hope  to  teach,  and  we  hope  to  share.” 
They  also  hope  to  profit.  “Our  num- 
bers are  getting  better  every  year,” 
says  Lujan.  HD 

Gregory  DL  Morris  is  an  independant 
business  journalist  and  historian 
who  is  an  active  member  of  the 
editorial  board  of  Financial  History. 
He  is  also  guest  curator  of  the 
current  exhibit  at  the  Museum 
“Survival  of  The  Fittest:  The  evolution 
of  the  Dow  Jones  Industrial  Average.  ” 
He  can  be  reached  at  gdlm@strong 
potions.com. 
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The  L 9th  Century  Mining  Exchanges 


By  Lee  I.  Niedringhaus 

It  was  riotous  — in  1863  the  number 
of  arrests  was  equal  to  one  third  of  the 
population!  This  was  Virginia  City, 
Nevada  Territory  with  seemingly  end- 
less wealth  under  its  streets.  In  1859 
Canadian  prospector  Henry  T.P  Com- 
stock, “Old  Pancake,”  had  come  for 
gold,  but  found  silver  and  sold  out  his 
share  in  the  Ophir  Mine  to  a Grass 
Valley,  California  judge  for  $11,000. 
This  mine  eventually  yielded  $1 1 mil- 
lion in  revenue. 

At  the  time  of  the  discovery  of  the 
Comstock  Lode  total  annual  U.S.  sil- 
ver production  amounted  to  $ 100,000 
with  silver  itself  trading  at  $1.32  per 
ounce.  By  1861,  silver  production  sky- 
rocketed to  $2  million,  a year  later  to 
$4.5  million.  Shares  in  Comstock  sil- 
ver mining  companies  were  traded 
mostly  by  brokers  in  San  Francisco 
who  would  simply  walk  their  buy/sell 
orders  over  to  the  nearby  offices  of 
other  brokers.  This  was  incredibly 
inefficient  for  this  increasingly  fren- 
zied marketplace  and  spawned  the 
urgent  need  for  an  exchange  in  this 
prosperous  city  of  75,000.  A number 
of  the  prominent  San  Francisco  bro- 
kers did  just  that,  founding  the  San 
Francisco  Stock  and  Exchange  Board 
on  September  1,  1862.  It  was  the 
nation’s  first  mining  exchange. 

While  other  securities  were  traded 


on  the  exchange,  it  was  the  Comstock 
Lode  and  the  resultant  silver  mining 
shares  that  catapulted  the  San  Fran- 
cisco Exchange  to  prominence  and 
notoriety.  According  to  the  Mining 
and  Scientific  Press , the  Exchange 
listed  1,300  mining  companies  by 
1863,  most  of  them  fraudulent.  In  the 
1860s,  fraud  was  not  very  sophisti- 
cated (yet)  but  very  effective.  During  a 
period  of  intense  trading  in  shares  of 
mines  on  the  Comstock,  promoters 
salted  a worthless  mine  called  the 
North  Ophir.  They  cut  silver  half  dol- 
lars into  pieces,  pounded  them  into 
lumps,  blackened  them  and  mixed 
them  with  barren  rock  at  the  bottom 
of  a short  shaft.  “The  usual  suckers” 
then  pounced  on  the  stock,  driving  it 
to  astronomical  heights. 

New  York,  of  course,  wanted  a 
piece  of  the  action,  and,  in  turn,  San 
Francisco  promoters  wanted  direct 
access  to  the  immense  amount  of  cap- 
ital available  through  New  York  and 
London.  In  1865  a number  of  promi- 
nent New  York  brokers,  acting  under 
an  adopted  constitution,  began  to  deal 
in  mining  stocks  in  the  New  York 
Stock  Exchange  boardroom.  In  1875, 
however,  a formal  New  York  Mining 
Exchange  was  founded  and  initially 
located  at  24  Pine  Street,  two  years 
later  moving  to  60  Broadway.  After  its 
1877  acquisition  of  competitor  Amer- 
ican Mining  and  Stock  Exchange,  the 


Exchange  grew  rapidly  and  acquired 
prominence  in  being  the  pioneer  in 
stock-clearing. 

The  mid- 1870s  were  the  most  rau- 
cous and  profitable  on  the  Comstock 
Lode.  The  New  York  and  San  Fran- 
cisco exchanges  were  essentially  oper- 
ating in  tandem  with  intense  focus  on 
Comstock  shares.  Gold  shares  were 
also  traded,  and  the  Boston  Exchange 
focused  on  copper  — but  the  action 
was  silver! 

Four  major  Comstock  bonanzas  in 
the  1870s  sent  the  markets  in  San 
Francisco  and  New  York  churning 
with,  it  seemed,  new  millionaires 
being  created  every  month.  The  capi- 
tal appreciation  of  mining  shares  was 
staggering.  In  1870  shares  in  the 
Crown  Point,  one  of  the  most  produc- 
tive mines,  was  trading  at  $2  per 
share.  Shortly  thereafter  Alvinza  Hay- 
ward  and  future  Nevada  Senator  John 
P.  Jones  acquired  5,000  shares  at 
about  $5  per  share.  Two  years  later  it 
was  trading  at  $1,872  per  share. 

In  addition  to  the  Crown  Point,  the 
other  great  bonanzas  were  Consoli- 
dated Virginia,  the  California  and  the 
Belcher.  For  the  most  part  the  major 
mines  had  joint  listings  in  San  Francisco 
and  New  York,  but  investing  in  mining 
shares  was  not  for  the  faint  of  heart. 

The  assessments  of  the  mining  com- 
panies were  called  “Irish  Dividends.” 
These  were  not  trivial  by  any  means 
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and  in  some  cases  assessments  were  of 
a greater  magnitude  than  the  dividend 
pay  out  — very  much  a net  drain  for 
the  investor  who  was  solely  relying  on 
capital  gain.  For  instance,  the  Yellow 
Jacket  Mine  paid  out  dividends  over 
10  years  of  $2  million,  but  levied 
assessments  of  $5  million  over  the 
same  time  frame. 

Nevertheless,  investors  continued 
plowing  substantial  sums  into  the 
mining  markets,  the  Comstock  in 
1876  recording  a record  output  of  $38 
million  with  the  aggregate  value  of 
mining  stocks  on  the  San  Francisco 
Board  totaling  $282  million.  How- 
ever, manipulation  was  still  a way  of 
life.  Gray  Brechin,  author  of  Imperial 
San  Francisco:  Urban  Power,  Earthly 
Ruin,  commented,  “The  barest  hint  of 
a new  discovery  in  the  mines  triggered 
mayhem  in  San  Francisco  resembling 
religious  rapture  or  riot.  Exhaustion 
meant  a frenzied  rush  for  the  exit. 
Those  who  had  the  latest  information 
from  the  head  of  the  drifts  had  a price- 
less advantage  over  outsiders,  and 
they  used  it  to  manipulate  the  market 
to  aggrandize  their  fortunes  from  the 
investments  of  others.” 

As  the  1880s  unfolded  the  dynamics 
of  the  mining  markets  shifted  dramati- 
cally. The  Comstock  Lode  was  fairly 
played  out  by  this  time  with  mining 
shares  taking  a serious  tumble  over 
their  highs  in  the  1870s.  In  New  York 
the  Mining  Exchange  merged  in  1883 
with  the  Petroleum  Exchange  creating 
the  New  York  Mining  and  Petroleum 
Exchange.  Two  years  later  this 
exchange  was  restyled  the  Consolidated 
Stock  and  Petroleum  Exchange  and  by 
this  time  had  a total  membership  of 
2,400.  In  1888  the  Exchange  celebrated 
by  moving  into  its  new  prominent 
building  at  Broadway  and  Exchange 
Place.  A new  building,  however,  did  not 
help  trading  in  the  exhausted  Comstock 
shares.  In  the  early  1880s,  however, 
new  silver  bonanzas  sprang  onto  the 
world  scene,  but  this  time  in  Montana 
and  Colorado. 

There  were  a few  glorious  mines  in 


the  late  1880s  that  drew  awe  from  the 
stockholders,  financial  commentators 
and  prominent  mining  engineers,  but 
none  more  so  than  a silver  mine  in  Deer 
Lodge  County,  Montana  at  Granite 
Mountain  60  miles  northwest  of  Butte. 
St.  Louis  investors,  led  by  Lewis  Miller 
Rumsey,  developed  the  Granite  Moun- 
tain Mine,  the  Bi-Metallic  Mine  and 
the  Hope  Mine  in  the  early  1880s  all 
within  proximity  of  the  new  raucous 
town  of  Philipsburg.  In  I 886,  Granite 
Mountain  produced  nearly  1.4  million 
ounces  of  silver,  and  the  following  year 
shattered  this  record  with  2.2  million 
ounces  becoming  the  largest  producer 
of  silver  in  the  U.S. 

At  this  time  St.  Louis  was  the 
nation’s  fourth  largest  city,  and  there 
was  considerable  interest  from  its 
sophisticated  investors  in  mining  as 
well  as  cattle  ranching  in  the  far  west- 
ern territories  and  states.  Shares  of 
Granite  Mountain  Mining  Company 
were  traded  in  St.  Louis  on  an  “open 


exchange”  and  had  risen  from  508  to 
$66  by  1887.  In  July  1886  the  Engi- 
neering and  Mining  Journal  com- 
mented that,  “St.  Louis  has  been  the 
most  active  mining  market  in  this 
country  for  some  months  past,  and  its 
careful  capitalists  have  been  very  for- 
tunate in  their  investments.”  But  there 


was  still  no  mining  exchange. 

In  1874  M.S.  Mepham  8c  Brothers 
had  founded  a St.  Louis  Mining 
Exchange,  but  this  was  primarily  for 
regional  mining  in  Missouri.  Another 
exchange,  the  St.  Louis  Mining  and 
Stock  Exchange,  started  up  in  1880 
but  was  short  lived.  With  Granite 
Mountain,  however,  everything  had 
changed. 

In  late  1887  the  Engineering  and 
Mining  Journal  forecast  that  St.  Louis 
was,  “destined  to  become  the  mining 
center  of  the  United  States.”  In 
November  a new,  formal  mining 
exchange  was  created,  the  St.  Louis 
Mining  Stock  Exchange,  with  the  reg- 
ulations and  bylaws  copied  from  those 
governing  the  San  Lrancisco  and  New 
York  exchanges.  In  1890  the  Granite 
Mountain  Mining  Company  paid 
$2.4  million  in  dividends  to  rapturous 
shareholders. 

The  Colorado  silver  bonanza  in  the 
Rockies  in  the  1880s  literally  uplifted 


the  city  of  Denver.  The  population 
tripled,  mansions  were  built  along 
Capitol  Hill,  the  smelting  industry  took 
off,  and  Denver  became  the  major  cen- 
ter of  manufacturing  for  the  mining 
industry.  In  the  early  1870s  entrepre- 
neurs had  developed  sizeable  silver 
mining  interests  in  the  Georgetown/Sil- 


The  Granite  Mountain  Mining  Company,  Deer  Lodge  County,  Montana,  1888. 

Granite  Mountain  Mining  became  one  of  the  world's  largest  silver  mining  concerns  in  the  1880s. 
It  was  listed  and  served  as  the  backbone  for  the  St.  Louis  Mining  Stock  Exchange. 
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The  Mining  Exchange  Building,  Denver,  c.  Il>00. 

The  Mining  Exchange  Building  was  opened  in  ISl>I  and  became 
the  home  of  the  Colorado  Mining  Stock  Exchange. 


ver  Plume  region  in  Clear  Creek 
County.  However,  in  1877  up  through 
the  high  Rocky  Mountain  passes  of  the 
Mosquito  Range  near  the  Arkansas 
River  headwaters  there  came  rumblings 
°t  something  even  bigger — a possible 
bonanza  that,  if  realized,  would  create 
the  new  silver  capital  of  the  U.S. 

With  the  intensity  of  a lightning 
strike,  the  town  of  Leadville  was  created 


and  thrust  onto  the  world’s  mining 
stage.  By  the  early  1880s  the  many 
mines  of  Leadville  were  producing  more 
than  10  million  ounces  of  silver  yearly. 

Across  the  towering  14,000  foot 
peaks  of  the  Saguache  range  in  the 
Roaring  Fork  Valley  there  was  in 
1880  another  silver  bonanza  — this 
time  near  the  mining  camp  of  Aspen. 
By  1889  Aspen  was  annually  produc- 


ing nine  million  ounces  of  silver  and 
had  become  the  third  largest  city  in 
Colorado  after  Denver  and  Leadville. 
Denver  tried  a number  of  times  to 
start  up  a mining  exchange.  The  first 
effort  was  in  1875  with  the  Colorado 
Mining  and  Exchange  Board,  the  next 
in  1879  with  the  Denver  Mining 
Exchange  (both  lasted  one  year),  and 
then  one  more  fruitless  effort  in  1887. 

However,  in  July  1889  a longer- 
lasting  exchange  was  finally  formed, 
the  Colorado  Mining  Stock  Exchange. 
Upon  its  establishment  the  opening 
and  closing  quotations  of  mining 
stocks  in  New  York,  St.  Louis  and  San 
Francisco  were  all  received  at  the  new 
exchange,  and  Denver  quotations 
were  sent  to  New  York  and  St.  Louis. 
Given  Denver’s  great  pride  in  its  new 
exchange  this  was  to  change,  as  the 
Denver  mining  industry  in  September 
1889  reported  that,  “The  manage- 
ment of  the  Exchange  has  cut  off  East- 
ern mining  stock  and  petroleum  quo- 
tations, and  has  been  wise  in  doing  so. 
The  Mining  Exchange  of  America  is 
right  here  in  Denver,  and  don’t  you 
forget  it.  Let  St.  Louis  and  New  York 
rustle  for  our  quotations,  but  we  can 
get  along  without  theirs.”  In  1891  the 
Exchange  moved  into  its  splendid  new 
seven-story  building  capped  by  a 30 
foot  bronze  statue  of  a silver  miner. 
The  timing  was  not  great. 

By  1892  silver  production  and 
monetary  issues  were  taking  their  toll 
not  only  on  the  price  of  silver,  but  on 
silver  mining  share  prices  as  well.  The 
U.S.  statutory  or  legal  price  for  silver 
was  $1.2929  per  ounce,  and  when  the 
market  price  for  silver  was  above 
$1.30,  such  as  during  the  Comstock 
Lode  period,  the  amount  of  silver  in  a 
silver  dollar  exceeded  its  face  value.  In 
1874,  however,  for  the  first  time  the 
market  price  of  silver  dropped  below 
the  statutory  price,  meaning  that  the 
silver  content  in  a silver  dollar,  which 
was  412.5  grains  of  silver  (480  grains 
equals  one  ounce),  was  now  worth 
less  than  face  value. 

continued  on  page  36 
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By  Scott  Mixon 

One  large  speculator,  who  had  heard 
of  the  refusal  to  take  any  more 
notices,  came  rushing  into  the  crowd 
and  began  hammering  on  the  door. 
...He  shouted:  “I  want  to  see  Mr. 
Sage,  and  I will  see  him.  ” The  police- 
man who  was  present  endeavored  to 
restrain  him,  but  he  said:  “If  he  don’t 
open  the  door,  I will  burst  it  in.  ” 
Suiting  the  action  to  the  word,  he 
made  a wild  dive  at  the  panels,  actu- 
ally starting  the  door.  At  this  time 
there  was  nearly  a riot,  and  the 
policeman  hastily  sent  a messenger  to 
the  station  for  aid,  which  was 
responded  to  by  a sergeant  and  three 
patrolmen. 

— “Banging  at  Sage’s  Door,” 
The  New  York  Times,  May  16,  1884 


Trading  put  and  call  options  is  known 
to  involve  financial  risks,  but  the 
above  quote  shows  that  it  is  some- 
times physically  dangerous  to  trade 
options.  Or  at  least  it  was  in  the  19th 
century,  before  organized  option 
exchanges  developed.  Before  1973, 
when  the  Chicago  Board  Options 
Exchange  opened  its  doors,  put  and 
call  options  were  primarily  a matter 
between  the  buyer  and  the  seller.  No 
clearinghouse  acted  as  middleman  to 
guarantee  that  the  appropriate  money 
would  change  hands  as  specified  in  the 
contract.  The  stock  exchanges  would 
have  nothing  to  do  with  them.  The 
courts  considered  options  to  be  gam- 
bling instruments,  and  they  steered 
clear  of  enforcing  the  contracts. 

Only  the  integrity  and  bank  bal- 
ance of  the  option  writer  ensured  that 


he  would  pay  when  called  upon.  Mar- 
ket quality  depended  on  the  credit 
quality  of  issuers.  When  uncertainty 
increased  about  who  would  or  could 
pay,  the  market  froze  up  and  tempers 
flared.  One  of  the  most  spectacular 
experiences  occurred  in  1884,  when 
the  patriarch  of  option  dealers,  Rus- 
sell Sage,  “laid  down  on  his  privi- 
leges.” For  one  highly  stressful  week, 
no  one  was  sure  if  Sage  would  honor 
his  contracts. 

A Tool  for  Small  Speculators 

The  men  who  bought  options  were 
usually  of  modest  means,  looking  for 
a low-cost,  low-risk  way  to  make  a 
fortune  in  the  stock  market.  If  they 
were  bullish,  they  could  buy  a call 
option  on  100  shares  of  a stock  for 
$100  plus  commission.  The  option 
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provided  the  opportunity  to  make 
money  quickly,  provided  the  stock 
price  moved  enough.  For  his  money, 
the  speculator  received  the  right  (the 
“privilege,”  as  it  was  called)  to  pur- 
chase the  stock  at  a price  just  above 
the  current  stock  market  price.  If  he 
fancied  Union  Pacific  trading  at  $60 
per  share,  the  option  might  entitle  him 
to  “call”  for  the  stock  at  $62  per 
share,  anytime  in  the  next  month — no 
matter  what  the  market  price  was  at 
that  time.  If  the  stock  rallied  to  $65, 
for  example,  he  was  entitled  to  a gain 
of  $3  per  share,  times  100  shares. 
Thus,  he  would  have  made  a profit  of 
$200  on  a $ 100  investment.  What  else 
would  reap  such  leveraged  returns  on 
such  a small  investment?  If  the  stock 
stayed  at  $60,  or  fell,  he  could  choose 
to  do  nothing  and  let  the  option  expire. 
The  most  he  could  lose  was  the  pre- 
mium already  paid  for  the  call  option. 

Similarly,  a bearish  investor  could 
choose  to  buy  a put  option  to  profit 
from  declines  in  the  stock  price.  An 
option  seller  might  have  offered  him  a 
put  entitling  him  to  sell  100  shares  of 
Union  Pacific  for  558  per  share.  If  the 
stock  price  fell  from  $60  to  $55  he 
was  entitled  to  $300  ($3  times  100 
shares).  If  the  stock  rallied,  the  buyer 
could  simply  let  the  contract  expire 
and  face  no  further  liability. 

Usually,  stock  prices  did  not  move 
enough  for  the  hopeful  speculators  to 
make  the  giant  profits  that  the  news- 
paper ads  described.  The  options  typi- 
cally expired  worthless.  Option  sellers, 
who  set  the  terms  of  the  contract  and 
took  the  other  side  of  the  trade,  usually 
collected  the  premium  and  faced  no 
liability.  Perhaps  one  out  of  10  times, 
the  option  buyer  was  lucky  enough  to 
buy  an  option  that  allowed  him  to  col- 
lect from  the  seller.  This  one-sided 
nature  of  option  writing  lured  in  shady 
characters.  Some  did  nor  have  means 
to  pay  their  debt  if  any  substantial 
claims  arose.  Others  would  write 
options,  collect  the  premium,  and  dis- 
appear if  called  upon  to  pay. 


But  not  Russell  Sage.  The  old  man 
was  one  of  the  richest  in  the  country. 
He  had  been  selling  options  for  over  a 
decade  and  his  reputation  was  rock 
solid.  Back  in  1877,  the  newspapers 
had  touted  that  “Mr.  Sage  alone,  of  the 
many  great  operators  who  have  made 
a business  of  selling  privileges,  remains 


hiiuncier  Russell  .Sage 


solvent,  it  being  a well-known  fact  that 
he  has  always  honored  these  contracts, 
no  matter  at  what  personal  sacrifice.” 

Keene  Goes  to  the  Wall 

What  came  to  be  known  as  the  Panic 
of  1884  began  quietly.  The  April  30 
Dow  Jones  bulletin  came  out  just 
before  the  market  close  and  noted, 
“We  have  been  investigating  the 
report  that  a prominent  privilege 
dealer  has  laid  down  on  several  large 
puts.  We  cannot  prove  it,  because  the 
gentleman's  office  is  locked  up.  Privi- 
lege brokers  credit  the  report.  We  will 
investigate  further.” 

The  dealer  in  question  was  James 
Keene,  and  he  had  indeed  gone  bank- 
rupt. The  market  had  been  declining 
since  1881,  and  Keene  was  betting 


that  the  upturn  was  near.  He  had  been 
selling  puts  for  a year,  losing  money- 
on  them  time  and  again.  The  specula- 
tors who  had  been  buying  the  puts 
kept  returning  to  his  office  and 
demanding  their  profits  from  Keene. 
He  had  lost  everything — millions  of 
dollars  in  cash.  The  property  in  New 
York  and  the  weekend  house  in  New- 
port were  already  mortgaged.  Nearly 
half  a million  dollars  had  been 
extracted  from  his  bank  account  dur- 
ing the  month  of  April.  The  put  buy- 
ers who  had  not  already  collected 
from  Keene  were  out  of  luck. 

Panic 

| A few  days  later,  several  of  the  large 
-S  frauds  being  perpetrated  by  banking 
| executives  came  to  light  as  firms  began 
to  fail.  The  Marine  National  Bank 
suspended  when  the  books  came  up 

4 short.  The  bank  president  was  a direc- 
0 tor  of  Grant  &:  Ward;  he  had  been 
§ using  the  bank's  money  on  losing 

5 speculations  in  stocks  and  real  estate. 
- Ferdinand  Ward,  his  partner  in  crime, 
= disappeared  with  as  much  cash  as  he 
jj  could  gather.  Grant  N Ward  subse- 
C quently  suspended,  and  the  newspa- 
pers were  filled  with  stories:  the 
“Grant”  in  Grant  & Ward  was  the 
son  of  President  Grant  |See  Financial 
History , Issue  #81,  Page  13].  About 
this  time,  a notice  went  up  outside 
Russell  Sage’s  office:  “No  more  puts 
and  calls  sold.” 

By  May  10,  rumors  spread  around 
the  exchanges  that  Jay  Gould,  Sage, 
and  perhaps  another  bank  had  failed. 
Although  the  rumors  were  denied,  the 
markets  remained  jittery.  Then,  late 
on  the  13th,  news  came  that  the  young 
president  of  the  Second  National  Bank 
had  absconded  with  $3  million.  In  the 
evening,  the  bank  president’s  father 
announced  he  would  make  good  the 
money  his  son  had  taken.  The  mood 
was  not  good. 

Financial  disasters  began  accumu- 
lating on  the  1 4th  as  soon  as  the  mar- 
ket opened.  At  10:20  am,  Goffe  & 
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Randall  suspended;  five  minutes  later, 
another  firm  failed.  At  10:30  am,  O. 
M.  Bogart,  the  option  dealer  failed, 
quickly  followed  by  the  failure  of  a 
stockbroker.  At  10:40  am.  Hatch  & 
Foote  suspended — and  “Uncle  Rufus” 
Hatch  was  the  president  of  the  New 
York  Stock  Exchange!  A run  on  the 
Metropolitan  Bank  forced  them  to 
cease  paying  depositors.  Rumors  flew 
that  the  Exchange  was  closing  - but, 
no,  they  had  just  cleared  the  viewing 
gallery.  Another  broker  failed  just 
before  2 pm  and  then  another  at  2:30 
pm.  Liquidity  had  evaporated:  money 
was  being  loaned  at  one  percent  per 
day.  The  New  York  Clearing  House 
stepped  in  to  prevent  a bank  panic. 

Banging  at  Sage's  Door 

May  14.  Crowds  began  to  gather 
around  71  Broadway.  The  building 
held  the  offices  of  both  Jay  Gould  and 
Russell  Sage.  The  rumor  spread  like 
wildfire  that  Sage  was  not  accepting 
any  more  stocks  on  the  puts  that  he 
had  sold.  The  office  was  closed.  Sage 
had  not  turned  people  away  outright, 
but  he  had  invoked  the  old  rule  that 
required  24  hours  notice  before  a put 
could  be  tendered  to  him.  Even  that 
had  to  be  given  during  regular  business 
hours  before  1:45  pm.  It  preserved 
Sage’s  bank  account  for  at  least  one 
more  day,  and  perhaps  the  panic 
would  be  over  by  then. 

May  15.  The  next  morning,  the  steps 
leading  up  to  Sage’s  door  were 
crowded  before  8 am.  The  office 
would  not  open  until  10  am,  and  even 
then  the  line  barely  moved.  Stories 
spread  that  many  of  the  messengers 
were  actually  imposters,  paid  by  Sage 
to  slow  the  process.  The  clerks  were 
processing  transactions  slowly  and 
deliberately,  staunching  the  flow  of 
Sage’s  money.  The  movements  seemed 
to  be  “the  slowest  ever  made  by  a 
Cashier  since  that  functionary  was 
first  invented.”  Some  of  the  messen- 
gers and  brokers’  clerks  gave  up.  At 
1:30  in  the  afternoon,  Sage’s  clerks 


closed  the  doors,  stating  that  no  more 
puts  would  be  taken  that  day.  The 
crowd  outside  was  frustrated,  angry, 
and  loud.  Noticing  that  the  transom 
window  above  the  door  was  open, 
many  hastily  wrote  out  notices  regard- 
ing their  puts  and  threw  them  over  the 
door.  The  transom  was  closed,  and  the 
crowd  got  rowdier.  One  loud  man 
charged  the  door,  and  more  police 
were  called  in  to  maintain  order.  Later 


had  not  made  it  through.  The  clerks 
kept  pushing  the  door  until  the  glass 
in  the  door  shattered  from  the  twist- 
ing. Another  policeman  was  called  in 
to  help  the  one  who  was  trying  to  keep 
order.  The  noises  coming  from  the 
mob  were  “loud,  acrimonious,  and 
altogether  too  spicy  for  repetition.” 
Late  that  night,  the  Governing  Com- 
mittee of  the  New  York  Stock 
Exchange  was  worried,  and  they 
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that  night,  Sage  admitted  to  paying 
out  $800,000  that  day. 

May  16.  Again,  the  crowd  gathered 
early  at  Sage’s  office.  Claims  against 
Sage  sold  on  the  street  for  as  low  as 
50#  on  the  dollar,  as  some  speculators 
concluded  that  half  a loaf  was  better 
than  (possibly)  none  at  all.  The  clerks 
were  painfully  slow,  and  the  doors 
were  shut  at  noon.  By  1 pm,  more  put 
holders  had  shown  up,  and  the  crowd 
grew  louder.  The  door  opened,  and 
one  or  two  were  allowed  in  — but  then 
the  crowd  all  tried  to  rush  in  at  once. 
The  clerks  shut  the  door,  but  one  man 
was  caught  halfway:  his  top  half  was 
inside  the  office,  but  his  bottom  half 


resolved  that  Sage  should  either  accept 
notification  from  the  putholders 
immediately,  or  be  declared  in  default. 
And  they  would  not  even  allow  privi- 
leges to  be  sold  at  the  Exchange! 

May  17.  The  lines  were  shorter  this 
morning,  but  the  clerks  had  to  dodge 
the  workmen  who  were  replacing  the 
glass  in  the  office  door  and  installing  a 
wooden  bar  that  could  hold  the  door 
in  place.  There  was  a steady  yet  polite 
stream  of  brokers  and  messengers  to 
relieve  Sage  of  his  cash.  That  night, 
Sage  told  a reporter  that  he  had  been 
shocked  by  the  actions  of  the  crowd. 

continued  on  page  37 


WWW.I-INANClAI.HISTORY.ORG 


Financial  History  ~ Fall  2005 


30 


Trading 


'VZ'T 


1 vania.  [n 

'*£La;j  „ 

has  furniflxd  tin  > 5 


CERTIFI 

IN  1781 


Bv  Lome  W.  Rae 


Our  knowledge  of  rhe  extent  of  United 
States  informal  securities  markets  prior 
to  the  establishment,  in  1790,  of  an 
organized  exchange  in  Philadelphia  is 
sketchy.  In  particular,  the  extent  and 
depth  of  very  early  trading  activity  is 
largely  unknown.  This  article,  based 
upon  Pennsylvania  Historical  and 
Museum  Commission  documents, 
quantifies  the  trading  activity  of  a 
small  rural  securities  market  in  1781, 
and  helps  to  fill  a gap  in  our  under- 
standing of  early  financial  history. 

In  rhe  summer  of  1780,  George 
Washington’s  army  desperately  needed 
horses  — lots  of  them.  Congress  conse- 
quently “asked”  Pennsylvania  to 
deliver  1,500  horses  directly  to  army 
supply  depots  at  Kaston,  PA  and  Tren- 
ton, NJ.  rhe  state,  needing  additional 
horses  for  its  own  frontier  defense,  in 
turn,  apportioned  an  1,800  horse 
quota  amongst  its  counties.  On  July 
31,  the  county  wagon  masters  (state 
officials  responsible  for  procuring 
wagons  and  delivering  supplies)  were 
instructed  to  visit  farmers  statewide  to 


collect  the  required  horses.  Because 
rhe  state  had  no  ready  cash,  in 
exchange  for  each  horse  taken,  a 
farmer  was  to  receive  a certificate  (a 
state  IOU)  without  maturity  date  or 
bearing  a specific  rare  of  interest. 

Pennsylvania's  bureaucrats  were 
unprepared  for  this  program.  Someone 
developed  a certificate  form,  but  it  was 
not  proofed  and  it  needed  to  be  redone. 
Both  formats  were  printed,  bur  insuffi- 
cient quantities  were  delivered,  so 
when  supplies  ran  low  handwritten  cer- 
tificates were  prepared.  To  further  com- 
plicate matters,  nobody  was  instructed 
how  to  properly  complete  the  certifi- 
cates, which  resulted  in  confusion. 

There  was  no  system  in  place.  Num- 
bering was  not  entirely  sequential,  and 
some  numbers  appeared  up  to  four 
times  in  a single  county.  Valuations 
were  expressed  sometimes  in  state 
paper  money  or,  more  commonly,  in 
specie  (i.e.  gold  or  silver),  the  latter  at 
an  exchange  of  one  for  either  40  or  60 
Continentals.  The  following  horse 
description  from  Lancaster  County 


certificate  #52  — “one  Bey  hors  12  vers 
ol”  — possibly  best  captures  the  over- 
all flavor  of  the  total  effort. 

Despite  the  difficulties,  and  to  their 
credit,  the  wagon  masters  were  diligent 
in  their  work  and  it  was  completed  by 
mid-September.  Horses  were  duly  deliv- 
ered to  the  army  (who  claimed  many  of 
them  unfit  tor  service  due  to  sickness  or 
age)  and  Pennsylvania  farmers  were  left 
holding  hundreds  of  certificates.  By 
April  1781,  there  were  668  horse  cer- 
tificates outstanding  in  the  four  counties 
nearest  Philadelphia — 186  in  Bucks, 
150  in  Philadelphia,  161  in  Chester,  and 
l~l  in  Lancaster.  These  certificates 
comprise  the  database  for  ilns  article. 

In  the  Spring  of  1781  two  decisions 
of  the  Supreme  Kxecutive  Council  of 
Pennsylvania  combined  to  create  a 
trading  environment  for  horse  certifi- 
cates. rhe  minutes  from  April  20 
record  the  following  item: 

Ordered,  that  fntblick  notice  be  given 
to  nil  persons  possessed  of  certificates 
of  monies  due  for  horses  purchased  by 
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the  Waggon  Masters  of  the  respective 
counties,  for  puhlick  service,  to  bring 
in  the  same  to  the  Council  for  pay- 
ment after  the  20th  day  of  May  next. 

The  redemption  decision  had  the 
effect  of  making  each  certificate  a near 
cash  equivalent,  payable  with  interest 
upon  demand.  Shortly  thereafter,  on 
May  2,  the  Council  devalued  the 
exchange  rate  of  Continental  dollars 
for  specie  from  75:1  to  175:1.  The 
new  rate  triggered  a financial  panic  in 
Philadelphia. 

Within  a week  Continental  cur- 
rency became  virtually  worthless. 
State  paper  money  devalued  by  half 
going  from  about  three  to  about  six 
for  one  in  specie.  After  May  5,  only 
specie  transactions  occurred  within 
the  city  of  Philadelphia.  However, 
state  paper  currency  continued  to 
remain  acceptable  as  a medium  of 
exchange  in  more  rural  communities. 

The  state  was  quick  to  take  advan- 
tage of  this  arbitrage  situation  by  pur- 
chasing paper  money  locally  with 
specie  tax  receipts  at  six  for  one  and 
then  selling  this  paper  at  three  for  one 
in  payment  for  rural  supplies.  A 100 
percent  profit  was  realized  on  the 
transaction.  This  arbitrage  opportunity 
persisted  from  early  May  to  mid-Sep- 
tember (and  defines  the  time  frame  for 
our  analysis).  In  this  environment,  horse 
certificates  suddenly  became  very  valu- 
able to  a trader.  They  were  redeemable 
in  Philadelphia  in  specie,  yet  many  were 
in  the  possession  of  farmers,  living  in 
outlying  areas  and  willing  to  exchange 
them  for  paper  currency. 

Some  historians  believe  that  at  this 
very  moment  sharp  Philadelphia  mer- 
chants and  brokers  rode  out  into  the 
countryside  to  exchange  devalued 
paper  currency  for  goods  of  value 
from  less  well-informed  farmers. 
Horse  certificates,  however,  were  not 
what  they  sought. 

Table  1 ranks  all  traders  (defined  as 
someone  other  than  the  original  owner 
who  redeemed  the  certificate  between 
May  21  and  September  30,  1781)  who 


acquired  three  or  more  certificates 
prior  to  redemption,  and  sets  out  their 
occupation  and  place  of  residence.  The 
activity  of  these  13  individuals  repre- 
sents 54  percent  of  all  certificates 


traded  and  33  percent  of  all  redemp- 
tions. The  overwhelming  majority  are 
farmers,  and  none  live  in  Philadelphia. 
Not  surprisingly,  many  of  them  are 
wagon  masters,  the  creators  of  the  cer- 
tificates and,  therefore,  the  ones  best 


Month 

Phila. 

Chester 

May 

1 

7 

June 

1 

1 

July 

1 

10 

August 

2 

23 

September 

3 

21 

able  to  find  farmers  willing  to  sell. 
Philadelphia-based  certificate  traders 
were  insignificant  participants. 

It  is  interesting  to  note  that  neither 
the  purchase  price  nor  the  interest 
paid  prior  to  redemption  appear  on 
any  traded  certificates.  Endorsements 


like  for  value  received”  or  “having 
the  full  value”  was  all  that  was 
recorded  on  the  backs  of  the  certifi- 
cates each  time  they  changed  hands. 

A total  of  316  horse  certificates  (or 


47  percent  of  the  total  outstanding) 
were  redeemed  between  May  21  and 
September  30.  Of  these,  190  (or  60 
percent)  were  by  traders.  Table  2 
shows  the  monthly  trading  activity  by 
county  as  a percentage  of  the  average 


Bucks 

Lancaster 

0 

1 

12 

20 

4 

0 

28 

5 

13 

11 

number  of  certificates  outstanding  for 
the  month.  This  is  known  as  the 
turnover  rate.  The  table  indicates  that 
monthly  trading  activity  fluctuated 
widely  and  that  activity  grew  over 
time.  It  also  shows  that  the  monthly 
continued  on  page  37 
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Certificates 

Occupation 

County  of 
Residence 

15 

Farmer,  Wagon  Master 

Bucks 

12 

Farmer,  Asst.  Wagon  Master 

Chester 

12 

Farmer 

Chester 

11 

Tanner,  Asst.  Wagon  Master 

Chester 

11 

Farmer 

Lancaster 

10 

Esquire 

Chester 

7 

Farmer 

Lancaster 

7 

Kennet  Square 

Chester 

4 

Farmer,  Innkeeper 

Bucks 

4 

Esquire 

Chester 

4 

Unknown 

Bucks 

3 

Farmer,  Asst.  Wagon  Master 

Chester 

3 

Farmer 

Chester 

103 

(Traded  certificates  as  a percentage  of  average  monthly  outstandings) 


Making  Steel 

Sparrows  Point  and  the  Rise  and  Ruin  of  American  Industrial  Might 


By  Mark  Reutter 

2005,  University  of  Illinois  Press 

533  pages,  with  notes,  index,  and 

illustrations.  S 21.95 

Reviewed  by  Gregory  DL  Morris 

Nothing  ever  changes. 

Shareholders,  employees,  and  regu- 
lators were  shocked  — shocked!  — in 
the  last  few  years  to  learn  of  the  fla- 
grant management  malfeasance  at 
Enron,  Tyco,  Adelphia,  Arthur  Ander- 
sen, and  a dozen  or  so  other  major 
corporations. 

More  recently  many  in  labor,  gov- 
ernment, and  the  public  were  appalled 
when  a bankrupt  United  Airlines 
became  the  latest  and  biggest  in  a 
string  of  major  employers  to  abrogate 
its  pension  obligations,  dumping  bil- 
lions of  dollars  on  taxpayers. 

But  as  Making  Steel  graphically 
demonstrates,  the  only  shocking  thing 
is  that  anyone  could  have  been 
shocked  at  all.  This  is  the  expanded 
edition  of  a detailed  expose  first  pub- 
lished in  1988  on  the  growth  and  col- 
lapse of  Bethlehem  Steel,  one  of  the 
largest  industrial  conglomerates  in 
American  financial  history.  Specifi- 
cally it  covers  the  design  and  building 
of  the  mammoth  integrated  steel  com- 
plex at  Sparrows  Point,  Ml),  just  east 
of  Baltimore. 

The  sad  detai  Is  are  meticulously 
documented  throughout  Making  Steel, 
but  one  chapter  in  particular,  entitled 
'Smash-up,"  is  preternatural  in  its 
foreshadowing  of  the  more  recent  cor- 
porate implosions.  No  reader  can  help 
but  shake  his  head  at  the  callousness, 
willful  ignorance,  and  unabashed  self- 
dealing  of  the  Bethlehem  executives. 

The  major  problem  with  the  second, 
enlarged  edition  of  Making  Steel  is  that 
it  merely  bolts  an  additional  final  chap- 
ter with  developments  between  1988 


and  2004.  There  has  been  no  effort  to 
consolidate  or  streamline  the  material 
from  the  first  edition.  This  is  all  the 
more  unfortunate  because  the  first  edi- 
tion was  excruciatingly  over  written 
and  under  edited. 

To  be  fair,  Reutter  is  a newspaper 
reporter.  His  most  important  credential 
is  his  reporting  for  the  Baltimore  Sun. 
but  he  has  written  for  a wide  range  of 
publications  from  Barron's  to  the  Wil- 
son Quarterly,  to  The  Nation.  But 
newspaper  reporting  and  book  author- 
ship are  two  very  different  forms. 

And  indeed.  Making  Steel  reads  like 
a long  series  of  newspaper  articles  col- 
lected between  covers  bur  without  any 
effort  to  refine  and  synthesize.  That 
might  have  served  well  enough  for  the 
first  edition,  when  American  heavy 
industry  was  still  playing  out  its  end 
game.  It  was  important  to  have  all  the 
minute  details  on  the  record.  But  with 
the  first  edition  on  the  library  shelves, 
the  second  edition  should  have  drawn 
summaries  and  lessons,  not  simply 
reprinted  everything  all  over  again. 


At  533  pages.  Making  Steel  is  a tough 
slog.  At  335  pages,  it  would  have  been 
a tight  and  compelling  tale. 

For  those  particularly  interested  in 
the  gory  details  of  making  steel,  those 
are  all  there.  But  every  single  share- 
holder, corporate  executive,  and  gov- 
ernment regulator  should  be  obligated 
to  read  Chapter  10,  “Smash-up.” 
Charles  Schwab,  formerly  of  U.S.  Steel, 
led  Bethlehem  Steel  through  many 
decades.  His  leadership  was  never  more 
on  display  then  in  the  crisis  year  of 
1929.  That  December,  mere  weeks 
after  the  stock  market  crashed,  he 
earnestly  told  an  industrial  meeting  in 
Chicago,  “Never  before  has  business 
been  as  firmly  entrenched  for  prosper- 
ity as  it  is  today.”  Sorry,  Charlie. 

As  the  rest  of  the  country  slid  into 
Depression,  Schwab  pursued  the 
acquisition  of  Youngstown  Sheet  & 
Tube,  the  No.  3 steelmaker  behind 
U.S.  Steel  and  Bethlehem.  Talk  about 
fiddling  while  Rome  burned.  All  the 
usual  corporate  tricks  were  employed, 
and  the  deal  was  forced  through.  But 
dissident  shareholders  brought  suit, 
and  a judge  prohibited  the  acquisition. 

I he  compensation  of  Schwab  and 
other  executives  became  a cause  cele- 
brc.  And  shareholders  were  up  in 
arms.  One  stated  at  a contentious 
annual  meeting,  “It  is  wrong  in  princi- 
ple, it  is  outrageous  in  practice,  it  is 
contrary  to  justice  to  take  this  money 
out  of  these  stockholders  and  put  it 
into  the  laps  of  a few  men.” 

Schwab  lost  his  patience  and 
retorted,  “1  had  the  feeling  that  this 
damn  company  belonged  to  me,  you 
know;  and  I went  ahead  and  did  the 
best  I could.” 

That  exchange  was  more  than  70 
years  before  the  testimony  of  Lay,  and 
Rozlowski,  and  Scrushy.  Nothing  ever 
changes.  133 
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Every  Man  a Speculator 

A History  of  Wall  Street  in  American  life 

By  Steve  Fraser 
2005,  HaperCollins 

721  pages  with  notes  and  index.  $29.95 

Reviewed  by  Gregory  DL  Morris 

As  with  the  second 
edition  of  Making  Steel, 
the  covers  of  Every 
Man  A Speculator  are 
way  too  far  apart.  This 
is  not  to  say  that  Steve 
Fraser  does  not  have 
anything  meaningful  to 
say,  he  just  takes  much 
too  long  to  say  it.  And 
he  nearly  exhausts  the 
thesaurus  doing  it. 

It  takes  the  author 
251  pages  to  get  to  the 
point:  “Speculation 

itself  wasn’t  evil;  but  there  were  evil  forms  of  specula- 
tion. ‘Bucket  shops’  demonstrated  that  the  real  historic 
conflict  was  not  so  much  a cosmological  one  between 
virtuous  producers  and  speculative  parasites,  but  a more 
everyday  one  between  producers  and  consumers.” 

As  with  Reutter,  Fraser  has  been  let  down  by  his  edi- 
tors. There  are  really  several  stories  going  on  in  this  one 
book,  and  they  are  constantly  getting  in  each  other’s 
way.  The  most  obvious  is  the  history  of  stock  markets 
from  the  unregulated  days  of  Daniel  Drew  and  Jay 
Cooke  and  the  railroad  wars  through  J.R  Morgan  and 
the  Crash  and  up  to  today.  It  is  a tale  told  often,  and  bet- 
ter elsewhere. 

What  is  new  with  Every  Man  is  a truly  pop-culture 
history  of  Wall  Street.  Salted  throughout  the  book  are 
extensive,  sometimes  repetitive,  citations  of  popular  nov- 
els, plays,  even  songs  and  poetry  that  reflected  people’s 
attitudes  toward  financial  markets  and  the  current  eco- 
nomic conditions.  If  Fraser  had  stuck  to  this  theme  he 
would  have  made  a new  and  resonant  contribution  to 
the  field. 

One  good  example  is  the  description  of  the  allegorical 
carving  on  the  Broad  Street  facade  of  the  NYSE  building. 
It  bears  the  inscription,  “Business  Integrity  protecting  the  indus- 
tries of  man.”  Fraser  writes,  “Beneath  Integrity’s  solicitous  gaze 
a harmonious  Commerce  reigned.  Wall  Street,  once  a scarlet 
woman,  a disreputable  habitue  of  capitalism’s  badlands,  was 

continued  on  page  35 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history ? 

By  Bob  Sbabazian 

1.  Who  introduced  the  eight-hour  work  day  and 
the  five-day  work  week? 

2.  When  did  the  U.S.  go  off  the  gold  standard? 

3.  What  project,  which  was  the  centerpiece  of 
Franklin  D.  Roosevelt’s  New  Deal,  did 
Congress  approve  funding  for  in  1935? 

4.  What  denomination  bond  has  the  government 
recently  announced  that  it  is  considering  bring- 
ing back? 

5.  In  what  year  did  Congress  authorize  the  use  of 
the  phrase  “In  God  We  Trust”  on  U.S.  coins? 

6.  What  was  the  first  savings  bank  to  open  in 
America? 

7.  Who  was  President  of  the  U.S.  when  gold  was 
discovered  in  California  in  1849? 

8.  What  agency  did  the  Coinage  Act  of  1792 
establish? 

9.  How  many  people  were  employed  in  the 
Treasury  Department  when  Alexander  Hamilton 
served  as  Secretary  of  the  Treasury? 

10.  What  document  generally  accompanies  annual 
reports  when  publicly-owned  companies  send 
them  to  shareholders? 
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Oct  1 "Making  Money”  Family  Day.  Secret  Service  agents  will  show  some  of  the  latest 

counterfeits,  children  will  design  currency  using  the  new  security  features,  and  there 
will  be  ongoing  demonstrations  of  currency  printing  on  a 19th  century  “spider”  press. 
Museum  gallery.  28  Broadway,  NYC.  10  am-4  pm.  Kids  under  18  free;  adults  $2. 


Oct  12  Curator's  tour  of  "New  York  on  Steel,”  an  exhibition  of  stocks  and  bonds  bearing 

engravings  of  New  York  City  buildings  and  scenes. 

Federal  Reserve  Bank  of  New  York,  33  Liberty  Street,  NYC.  1 pm.  Free. 


Oct  19  “What’s  All  the  Yelling  About?”  Experience  firsthand  how  markets  are  made  and 

& N°v  9 commodities  prices  are  set  with  a tour  of  the  New  York  Mercantile  Exchange’s  trading  floor. 

One  North  End  Avenue,  NYC.  1 pm.  Members  only;  reservations  required.  Free. 


Oct  29  Great  Crash  Walking  Tour.  Explore  Wall  Street’s  history  on  the  anniversary 

of  the  Stock  Market  Crash  of  1929  with  this  tour  of  the  Financial  District. 
Meets  in  the  Museum  gallery,  28  Broadway,  NYC.  1-4  pm. 

$15  per  person  ($10  students/seniors). 


Nov  17  Lecture,  book  signing  and  reception  with  John  Bogle  on  The  Battle  for  the  Soul  of  Capitalism. 

NYU  Stern  School  of  Business,  40  West  4th  Street,  NYC.  6:30  pm.  Members  only; 
reservations  required.  Free. 


For  information  and  reservations,  please  call  Kristin  Aguilera  at  212-908-4695 
or  e-mail  kaguilera@financialhistory.org. 


Book  Review 

continued  from  previous  page 

here  miraculously  beatified.” 

But  he  gets  side-tracked  telling 
other  stories  at  the  same  time,  and 


badly  bogged  down  in  his  own  purple 
prose.  Of  Morgan’s  era  he  writes, 
“Without  a scintilla  of  democratic 
credibility,  in  open  repudiation  of  all 
the  shibboleths  of  the  free  market, 
publicly  assembled  in  rituals  of  exclu- 


sivity, a social  caste  of  highly  question- 
able credentials  was  tacitly  granted  the 
right  to  rule.”  About  the  only  foot- 
and-a-half  word  that  does  not  appear 
in  this  book  is  “sesquipedalian.”  03 
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Silver  Rampage 

continued  from  page  27 

Efforts  were  made  by  Congress  ro 
artificially  support  the  price  of  silver, 
such  as  the  Bland-Allison  Act  of  1878, 
but  these  were  ineffective  due  to 
increased  selling  of  silver  by  European 
nations,  reduced  demand  in  Asia,  and 
growth  of  U.S.  silver  production.  In 
1886  the  market  price  of  silver  fell 
below  $1  per  ounce,  but  production 
continued  to  soar.  The  price  of  silver 
continued  to  soften  and  was  not 
helped  by  the  ill-conceived  Sherman 
Silver  Purchase  Act  of  1890. 

At  the  peak  of  the  Comstock  Lode 
period,  U.S.  silver  production  was  30 
million  ounces  annually  — by  1892 
silver  production  had  leaped  to  over 
60  million  ounces,  with  the  U.S.  repre- 
senting more  than  40  percent  of  the 
world  total.  The  second  largest  silver 
producer  was  Mexico,  so  at  this  time 
North  America  produced  a majority 
of  the  world’s  silver.  A statistic  not 
focused  on  in  1892,  however,  was  that 
the  U.S.  exported  20  million  ounces  of 
silver  annually  to  British  India  for 
coinage  in  their  mint.  By  the  end  of 
1892  the  price  of  silver  was  near  80# 
per  ounce. 

At  the  outset  of  1893  the  Engineer- 
ing and  Mining  Journal  commented 
that,  “The  year  opens  with  restored 
confidence  in  silver  at  present  prices 
(82/83#)  in  London  circles,  based 
upon  the  demand  from  the  East  which 
is  large... It  looks  as  if  we  would  have 
no  potent  fluctuations,  either  up  or 
down  for  the  present  or  until  some 
new  factors  make  their  appearance.” 

It  was  not  long  before  “some  new 
factors”  made  their  appearance.  In 
February,  the  Philadelphia  and  Read- 
ing Railway  went  into  bankruptcy,  in 
April  the  U.S.  gold  reserve  fell  below 
its  statutory  requirement  of  $100  mil- 
lion, in  May  the  National  Cordage 
Company  failed  and  the  stock  market 


recorded  its  greatest  drop  since  1884. 

And  then  came  Monday,  June  26. 
From  London  that  morning  came 
word  that  the  Earl  of  Kimberley,  Lord 
President  of  the  Council  and  Secretary 
of  State  for  India,  had  announced  that 
the  India  Council  passed  an  Act  for 
the  immediate  closing  of  the  Indian 
mints  to  the  free  coinage  of  silver. 

This  was  fatal  for  the  silver  mining 
industry  and  the  mining  exchanges 
focused  on  silver.  Within  three  days 
the  market  price  of  silver  plummeted 
to  62#  an  ounce,  a 23  percent  drop.  In 
Denver  a meeting  was  held  on  Thurs- 
day among  all  principal  mine  and 
smelter  owners,  and  the  order  went 
out  to  close  every  silver  mine  and 
smelter  in  Colorado. 

Within  weeks  all  major  silver  mines 
were  closed  including  Granite  Moun- 
tain and  the  remaining  major  mines  of 
Montana  and  Utah.  As  far  as  trading 
on  the  exchanges,  the  activity  simply 
disappeared.  Reporting  on  the  Consol- 
idated Stock  and  Petroleum  Exchange 
in  New  York  the  Engineering  and  Min- 
ing  Journal  in  September  stated,  “No 
business,  no  interest,  no  buyers,  no 
sellers  and  as  an  epigrammatic  broker 
said  today,  ‘no  nothing.”’ 

The  St.  Louis  Mining  Stock 
Exchange,  which  was  heavily  depen- 
dent on  silver  mining,  simply  closed  its 
doors.  San  Francisco  and  New  York 
survived  but  eventually  had  to  refocus 
their  listings  and  trading  activity.  As 
for  Denver,  well,  the  silver  mines  were 
closed  but,  what  to  worry,  just  over 
the  peaks  was  Cripple  Creek  — a new 
bonanza,  this  time  gold,  had  just 
started  another  boom!  mi 
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Derivatives  Crisis 

continued  from  page  30 

Whv,  he  had  been  so  charitable  in  sell- 
ing his  options  so  that  the  poorer 
classes  could  speculate  in  stocks  the 
way  the  richer  men  did.  And  look  at 
what  a fuss  they  had  caused  - break- 
ing the  door  and  damaging  the  wain- 
scoting in  the  hall.  Surely,  his  landlord 
would  raise  the  rent  next  year  because 
he  was  such  an  undesirable  tenant! 

May  20.  Monday  had  been  relatively 
quiet  in  Sage’s  office,  but  stocks  were 
down.  By  Tuesday,  stocks  had  fallen 
back  to  the  troughs  of  the  14th,  when 
the  panic  was  in  full  swing.  Sage 
closed  just  after  mid-day,  yet  again 
refusing  to  see  any  more  customers 
with  puts. 

May  21.  The  scene  was  quiet,  and 
Sage’s  clerks  steadily  took  in  the 
remaining  puts  and  paid  out  the  dif- 
ferences due  the  customers.  Some  very 
large  puts,  such  as  the  one  covering 

Horse  Trading 

continued  from  page  !2 

turnover  rate  eventually  rose  to  more 
than  10  percent,  a significant  number 
when  annualized. 

These  turnover  statistics  must  be 
considered  minimums  because  many 
certificates  changed  hands  frequently 
before  redemption.  The  history  of 
Bucks  County  certificate  #104  is  a 
good  illustration  of  this  activity.  It  was 
originally  issued  to  John  Harr  of  Plum- 
stead  Township  on  August  16,  1780 
for  a “brown  horse  six  years  old  14 
hands  high”  and  valued  at  50  pounds 
specie.  It  was  first  sold  to  tobacconist 
Jacob  Shriver  of  Germantown  on 
March  28,  1781.  He  then  sold  it  to  a 
Peter  Conver.  On  May  1,  1781,  Moses 


15,000  shares  of  Lake  Shore,  were 
paid  out.  That  contract  alone 
devoured  $150,000  of  Sage’s 
resources.  Word  on  the  Street  was  that 
Sage  had  paid  out  $1.5  million  that 
day.  Counting  up  the  losses,  the  news- 
papers declared  that  Uncle  Russell  had 
paid  out  over  $6  million  on  puts. 

A Black  Eye  for  the 
Put  and  Call  Business 

Sage  did  not  go  bankrupt,  and  he 
eventually  paid  every  man  he  owed. 
He  continued  to  sell  options  after  the 
Panic  of  1884,  but  he  did  not  sell 
nearly  as  many.  He  managed  his  risks 
with  the  knowledge  that  sometimes 
things  can  go  extremely  wrong.  But 
the  wider  damage  had  been  done.  Suc- 
cess of  the  put  and  call  business 
depended  on  the  integrity  of  the  put 
and  call  dealers.  Russell  Sage  had 
enjoyed  a reputation  as  an  impeccable 
credit  risk.  In  the  short  run.  Sage  had 
remained  solvent,  bur  in  the  long  run, 
his  actions  planted  the  seed  of  doubt 
that  even  he  might  default  on  his 
option  contracts.  Nearly  100  years 


Cohen,  a Philadelphia  broker,  acquired 
it.  He  redeemed  it  on  June  17,  when 
surprisingly  the  state  short-changed 
him  six  pence  in  interest. 

The  state  short-changed  many  cer- 
tificate holders.  Most  certificates  were 
redeemed  at  par  with  six  percent  inter- 
est. A number  of  holders,  however, 
received  a different  rate  of  interest, 
ranging  down  as  low  as  five  percent. 
There  seems  to  be  no  pattern  to  these 
variances,  and  there  are  too  many  at 
5.5  percent  and  5.75  percent  to  simply 
attribute  them  all  to  clerical  error. 

Our  analysis  of  this  small  and 
informal  market  reveals  a number  of 
characteristics.  First,  it  was  primarily 


would  pass  before  option  trading 
would  flourish,  when  organized 
option  exchanges  removed  that 
specter  of  doubt.  HO 
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a market  of  farmers  trading  with 
farmers.  Second,  trading  volume  activ- 
ity grew  over  time.  Third,  the  turnover 
rate  eventually  exceeded  10  percent 
per  month,  a significant  level  of  activ- 
ity. Finally,  there  was  no  standard 
interest  rate.  These  last  two  points 
emphasize  the  need  for  a more  orga- 
nized trading  market  structure  and 
may  have  been  factors  leading  to  the 
founding  of  the  United  States’  first 
stock  exchange  nine  years  later.  130 
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MUSEUM  of  AMERICAN 
FINANCIAL  HISTORY 

In  association  with  the  Smithsonian  Institution 


The  Museum  of  American  Financial  History, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship,  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
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For  further  information, 

please  contact  the  Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 
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Annual  Corporate  Membership  Program 

and  put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  begin  at  $1,000 
and  include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Acknowledgment  in  the  gallery,  on  the  Museum’s 
website,  and  in  Financial  History  magazine 

• Invitations  to  Museum  openings  and  events 

• One  individual  Financial  History/Smithsonian 
Affiliate  Membership 

For  information,  please  call  212-908-4604 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Financial  History,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels 
with  all  the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 


Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 
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• Affiliate  membership  card 
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Financial  History  Benefits 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 
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• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings 

• Borrowing  privileges  from  the  Museum  Library 


To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $1  jo  payable  to  “ Museum  of  American  Financial  Histoiy, 
Membership  Department,  26  Broadway,  Room  947,  New  York,  NY  10004.  4//  but  $44  of  your  contribution  is  tax-deductible. 


Financial  History  ~ Fall  Z005 


40 


WWW.FINANCIALHISTORY.ORG 


Our  Outstanding  Team  of  Experts  Can  Help  You 

Get  the  Most  for  Your  Collection 
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for  38  vears  in  New  York.  Ancient  Greek  and  Roman  coins, 
medieval,  world  gold  and  silver,  paper  money.  Long  time 
member  of  the  New  York  Numismatic  Society,  involved 
with  the  Membership  Committee.  Member:  ANA, 

ANS.  AINA.  FRNS. 


2 Rector  Street,  12th  Floor,  New  York,  NY  10006-1844 
ti  i : 2 1 2-943- 1880  tou  hrf.e:  800-622- 1 880  fax:  2 1 2-3 1 2-6370 

email:  info@smytheonline.com 
website:  smytheonline.com 
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